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INNOVATIVE

COMMUNITY-MINDED

FLEXIBLE

TRUSTED
k Maintaining a staff of financial experts

/©©rp©r@:t@ Values

Empowering employees to be innovative and service-minded
Doing what is right for our communities through local ownership

Providing added value to customers through local decision making




Dear Shareholders
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Daniel L. Krieger
Chairman & President
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2006 can best be described as a challenging year
for the financial services industry. Banks’ higher
cost of funds were directly related to compedtive
pricing pressures created by the Federal Reserve’s
rate hikes last year while the flat vield curve
created a growing reliance on interest-sensitive
funding sources. These factors contributed to
the downward pressure on net interest margins.
In spite of the interest rate environment, 2006
presented many successes for the Company.
Deposits reached a record high; lean income
showed solid improvement and non-interest
income was bolstered by record Trust
Department fees.

Throughout the year, the Company stayed
focused on strategic initiatives including growing
core deposits and maintining credit quality, This
report will highlight the financial performance of
the Company and provide you with a snapshot of
how your organization is making a difference in
the lives of customers and their communities.

FINANCIAL HIGHLIGHTS

Net income for the year ending December 31,
2006, decreased 6% to $10,944,000 or $1.16 per
share compared to 2005 results of $11,609,000 or
$1.23 per share. Higher rates paid on deposits
translated into higher cost of funds in 2006
resulting in a 9% decline in annual net interest
income as deposits re-priced more quickly than
loans and investments. The flat yield curve con-
tributed to Jower net interest income of
$22,990,000 for the year ending December 31,

2006, compared to $25,373,000 recorded in 2005.

The Company’s lower income contributed to the
decline in net interest margin to 3.29% from the
3.56% posted lfast year.

Annual interest expense rose to $21,306,000, which
was 34% more than the $15,933,000 in 2005. The
higher interest expense was offset sorewhat by a
7% increase in interest income to $44,296,000 for
2006 compared to $41,306,000 in 2005. Paraally
oftsetting this year’s lower net interest income
were $339,000 higher gains on security transac-
tions, $482,000 in gains on the foreclosure and sale
of real estate properties and a 2006 negative provi-
sion to the loan loss reserve of $183,000,

Depusits increased to $680,356,000 on December
31, 2006, a 2% increase over the $668,342,000 at
year-end 2005. The increasc in deposits came pri-
marily from growth in demand and interest bearing
checking accounts.

Net loans declined 3% to $429,123,000 at the
end of 2006 compared to the $440,318,000
recorded a year ago as the result of softening
loan demand in the local markets and the pay-
off of a large municipal loan.

Year-end equity capital grew to $112,923,000, a
3% increase over the $109,227,000 on December
31, 2005. The increase in capital was the result of
higher unrealized gains on securities available for
sale and the retention of earnings. Capiral repre-
sented over 13% of rotal assets at the end of
2006 and 2005,

Return on average assets and return on average
equity for 2006 and 2005 were 1.34% and 1.40%,
and 9.99% and 10.57%, respecuvely. The effi-
ciency ratio for the year ending December 31,
2006, was 52.26% compared to 49.09% the
previous year.

COMPANY STOCK

Company stock, which is listed on the NASDAQ
Capital Market under the syimbol ATLO, closed
at $21.00 on December 31, 2006. During the
year, the price ranged from $19.81 1o $27.76 with
2,244,000 shares raded. The $1.03 per share paid
in dividends in 2006 was 13% higher than the
$0.91 per share paid in 2005.

OUR PEOPLE

Thomas H. Pohlman was named Company
Execudve Vice President and Chief Operating
Officer July 1, 2006. He has served as President
of 1st National Bank, Ames, since 1999 and will
continue in that role unul his successor is named
in early 2007.

Three individuals joined the Company staff

during 2006. Jennifer Thompson was named the
new Human Resources Officer. Lisa Robinson and
Jeff Verter were hired as an Auditor and technology
assistant, respectively. They have all proven to be
valuable additons to our staff.




GROWTH OPPORTUNITIES

In 2006, two Amnes National Corporaton affiliate
banks added to their banking locations. Ist
National Bank broke ground on a new facility in
Ankeny, lowa, with the expected compledon date
in April 2007. Ankeny is one of the fastest grow-
ing communities in lowa. United Bank & Trust
purchased a former bank office with drive-up
facilities in downtown Marshalltown, lowa, which
opened for business in April followed by an Open
House in June. The Company continues to
research strategic locations that could provide
opportunities for additional banking operations.

SERVICE STANDARDS

It is vital in this ever-increasing competitive
environtnent to assure that our employees are
well-trained and focused on providing excellent
customer service. Ames National is implementng
a company-wide sales and service initative to pro-
vide consistent customer service training. The goal
is to provide employees tools to help them idenufy
customer needs and effectively match products and
services to their needs. This initiative will also help
in building ongoing customer relationships.

CUSTOMER PRIVACY

The Federal Financial Institutions Examination
Council (FFIEC) ruled that passwords alone are
no longer aceeptable as the sole means of achieving
online sccurity for banking transactions. In
response to this mandate, all Company affiliates
introduced Enhanced Login Security during 2006,
which requires customers to provide two forms of
verification when accessing Internet Banking.
Now, not only are customers’ passwords recog-
nized, their computers are recognized as well. This
service provides customers extra protection from
fraud and identity theft. In additon to Enhanced
Login Security, affiliate banks are taking steps to
educate customers and employees on measures to
protect themselves from becoming a victim to this
growing problem that affects nine million in the
United States each year. The Company is dedicat-
ed to protecting customers’ personal information
and holds customer privacy as a high priority.

PREDICTIVE INDEX

Our people are what set our banks apart from the
competition. It is essengal that we have the right
people in the right positions to most effectively
build relationships and to efficiently manage opera-
tons. During 2006, a new employee development

tool, Predictve Index, was implemented to objec-
tively identify and understand information about
the work place related to behaviors of emplovees
and applicants. This tool will assist our Human
Resource department to match employees’
strengths and skill sets to specific positions
within the Company and our affiliate banks.

THE ECONOMY

The Federal Reserve stopped its upward bias
toward raising rates in June 2006 after four increas-
es during the year. The decision to halt the trend
toward higher rates was, in part, based on the
outlook for moderating inflation. Long-term inter-
est rates have moved in a narrow range this year
with the cutlook for slightly higher rates in 2007,

In 2006, there were several major issues which
dominated the news. The stock market showed
surprising strength in 2006 with the Dow Jones
industrials advancing 16.29%, the best showing
since 2003, The November electon changed the
halance of power in both houses of Congress. The
new Congress will have many challenges including
the Iraq war, social security, immigration and the
rising cost of health care. The war in Iraq continues
to be a drag on the economy with the huge cost
associated with involvement in a prolonged conflict
thousands of miles from home. This issue is begin-
ning to wear on the American public as it moves
into its fifth year.

IN CLOSING

As we look back on 2006, we would like to thank
our many customers for giving us the opportunity
to serve them and our shareholders for their
continued support. We would also like to recognize
the hard work and dedication of our employees,
officers and directors at both our affiliate banks
and holding company as we all strive to exceed
customer expectations and generate serong
financial results for the Company.

In the next few pages, we hope you will take some
time to learm more about your Company and read
about real-life customer stories. They will provide
you with a snapshot of our customer relationships
and how we manage our business. We look forward
to serving your needs in the years to come.

Daniel L. Krieger
Chairman and President

March 20, 2007
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Ames National Corporation (the “Company™)

is an lowa corporation and bank holding
company registered under the Bank Holding
Company Act of 1956, as amended. The Company
owns 100% of the stock of five banking affiliates
consisting of two national banks and three state
banks. All of the Company’s operations are con-
ducted in the state of Jowa and primarily within
the central lowa counties of Boone, Story and
Marshall where the Company’s banking sub-
stdiaries are located. The Company does not
engage in any material business acovides apart
from its ownership of its banking subsidiaries.
The principal executive offices of the Company
are located at 405 Fifth Street, Ames, lowa 50010
and its relephone number is {515) 232-6251.

The Company was organized in 1975, to serve as
a holding company for its principal banking sub-
sidiary, Ist National Bank, Ames, Towa, (“Ist
National”} located in Ames, lowa. In 1983, the
Company acquired the stock of the State Bank &
Trust Co. (“State Bank™) located in Nevada, Towa;
in 1991, the Company, through a newly-chartered
state bank known as Boone Bank & Trust Co.
{(“Boone Bank™), acquired certain assets and
assumed certain liabilites of the former Boone
State Bank & Trust Company located in Boone,
lowa; in 1995, the Company acquired the stock
of the Randall-Story State Bank (“Randali-Story
Bank™} {ocated in Story City, Towa; and in 2002,
the Company chartered and commenced opera-
tions of a new national banking organization,
United Bank & Trust NA (“United Bank™), located
in Marshalitown, lowa. 1st National, State Bank,
Boune Bank, Randall-Story Bank and United

Company Information

Bank are each operated as a wholly owned sub-
sidiary of the Company. These five financial
institutions are referred to in this Report collec-
tively as the “Banks” and individually as a “Bank.”

The principal sources of Company revenue are:

(i} interest and fees carned on loans made by the
Banks; (ii) service charges on deposit accounts
maintained at the Banks; (i) interest on fixed
income investments held by the Banks; (iv) fees on
trust services provided by those Banks exercising
trust powers; and {v) securities gains and dividends
on equity investments held by the Company and
the Banks.

The Banks’ lending activities consist primarily
of short-term and medium-term commercial
and residential real estate loans, agricultural

and business operating loans and lines of credit,
cquipment loans, vehicle loans, personal loans
and lines of credit, home improvement loans and
secondary mortgage loan originaton. The Banks
also offer a variety of demand, savings and time
deposits, cash management services, merchant
credit card processing, safe deposit boxes, wire
transfers, direct deposit of payroll and social
security checks and automated teller machine
aceess. Four of the five Banks also offer

trust services.

The Company provides various services to the
Banks which include, but are not limited to,
management assistance, auditing services, human
resource services and administration, compliance
management, markecing assistance and coordina-
tion, loan review and assistance with respect to
computer systems and procedures.




Company Directors

BACI{ ROW, LEFT TO RIGKT:

James R. Larson, Il President Larson Development Corporation (real estate development),
Douglas C. Gustafson Veterinarian Boone Veterinary Hospital, Frederick C. Samuelson President
James Michael & Associates, Inc. (retall variety), Robert L. Cramer Retired President & Chief
Qperating Officer Fareway Stores, Inc. (grocery stores) and Warren R. Madden Vice President for
Business & Finance, lowa State University

FRONT ROW, LEFT TO RIGRHT:
Charles D. Jons Independent Medical Consulftant, Daniel L. Krieger Chafrman & President of
the Cornpany, Marvin J. Walter President Dayton Road Development Corporation {real estate

development) and Betty A. Baudler Horras Fresident Baudler Enterprises, Inc. (rmarketing)
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INCOME STATISTICS

2006] 2005 IIChange]

Interest Income $44,296 $41,306 7.24%
: _Interest e;(peﬁse 21,306 15,933 33.72%
" Net interest income 22000 25373 -0.3%%
Provision forloan losses (183 331 -155.20%
wNionimerest income 6,674 5613 18.90%
Noninterest expense 15,504 15,210 1.93% ,
“Net income 10944 11603 573%
' Earnings per share $1.16 $1.23 -5.6&.- -:

Return on average
assets (ROA} 1.34% 1.40% -4,26%

Return on average :
sharesholders’ equity (ROE} 9.99% 10.57% -5.48%

BALANCE SHEET STATISTICS

A5 BEHTD

Loans $429,123  $440,318 -2.54%
Securities 354,572“"33_2;._51-0 o 6_32'3;,
Deposits 680356 668342  1.80%
Total assots 838850 819384 2.38% -
2005 3% Change
Sharehoiders’ equity $112,923  §109,227 3.38%
Book value per share ) 1195 - _1-1.6-0”_- 3.28%;
Cash dividends dectared ~ 1.04 100 4.00%
Dividend payout raiti(; o 89.(-56-% . 8-1 .1;0.'}-%_ 10.25%-J
Average equity tﬁ a;f;ége_ S
fotal assets 13.38% 13.33% 38%

Net charge-offs to

average gross loans 0.011% 0.01%
Nonpennr;niﬁg Ioﬁnér - o
to gross loans 0.24% 0.16% ]
Allowance for loan

losses to gross loans 1.50% 1.51%

ighlights

MARKET PRICE &
DIVIDEND INFORMATION

On February 28, 2007, the Company had approximately 570
sharghglders and an estimated 926 beneficial owners whose
shares were held in nominee titles through brokerage or other
accounts. The Company's commaon stock is traded on the
NASDAG Capital Market under the symbol “ATLO". Trading in
the Company's commeon stock is, however, relatively limited.
The clesing price of the Company's common stock was
$21.51 on February 28, 2007.

Below is a summary of the Company's high and iow sales price
for the comman steck on a per share basis during the last two
years based on information provided to and gathered by the
Company on an informal basis. The comparison also outlines
the Company's declared cash dividends during the past two
years. The Company declared aggregate annual cash dividends
in 2006 and 2005 of $3,801,000 and $9,417,000, respectively,
or $1.04 per share in 2006 and $1.00 per share in 2005. In
February 2007, the Cempany declared an aggregate cash
dividend of $2,545,000 or $.27 per share.

MARKET PRICE AND DIVIDEND
TWO-YEAR COMPARISON

2006
Cash]
[Market{Price]
Quarter High Low Declared
1st $28.57 $22.85 $0.26
2nd $26.00 $19.75 $0.26
3rd $22.75 $21.41 $0.28
Ath $22.69 $19.82 $0.26
2005
(Cash]
(MarketiPrice)
Quarter High Low Declared
1st $32.67 $27.57 $0.25
2nd $40.00 $30.00 $0.25
3rd $42.82 $25.57 $0.25
ath $20.00 $23.42 $0.25

The decision to declare any such cash dividends in the future
and the amount thereof rests within the discretion of the Board
of Directors of the Company and wilt be subject o, among other
things, the future eamings, capital requirements and financial
condition of the Company and certain regutatory restrictions
imposed on the payment of dividends by the Banks. Such
restrictions are discussed in greater detail in Management's
Discussion and Analysis of Financial Condition and Results of
Operations — Liquidity and Capital Resources and footnote 11

of the Company's financial statements included herein,




~ive-Year Performance Record

FIVE-YEAR PERFORMANCE RECORD

2006 2005 2004 2003 2002

Return on Average Assets 1.34% 1.40% 1.56% 1.60% 1.78%
- Return on Average Equity 9.99% 10.6% 11.5% 11.2% 11.5% ‘
- Dividend Yield - 5.0% 3.9% 3.0% 3.9% 4.7% ‘
Efficiency Ratio 52.3% 49.1% 46.6% 47.2% 44.6% .

FIVE-YEAR FINANCIAL HIGHLIGHTS

AVERAGE DEPQSITS AVERAGE LOANS AVERAGE TOTAL ASSETS
%900 $900
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L. L] "
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° © s500 2
- -l -l
-l -l 5400 -l
3§ T $300 E
£200
$100
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0 & $1000 o
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Aftiliate Bank ~resicents

LEFT TO RIGHT:
Stephen C. McGill State Bank & Trust Co., Jeffrey K. Putzier Boone Bank & Trust Co.,
Thomas H. Pohiman ist National Bank, Ames, Leo E. Herrick United Bank & Trust,

and Harold E. Thompson Randall-Story State Bank




BOARD OF RIRECTOHS

Back Row, Left to Right: Robert L. Cramer, Richard D. Blomgren, Douglas C. Gustafson, DVM and Patrick J. McMullan
Front Row, Left to Right: Jeffrey K. Putzier, Daniel L. Krieger and William S. Zinnel

Boone Bank & Trust Co.
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"Always look local’ .
y =
F’
“Always look local.” These are the words of Becky to find a program that best met their needs. =

Ben Parsons. Ben is the morning voice of Boone,
Iowa's local news radio station, KWBG-AM.
Through his work at the radio station, Ben has
developed a true appreciadon for the value of
supporting local business. He and his wife, Anna,
both grew up in the area. “Shopping local keeps
our community strong. We want our community
to be the best it can be.”

Based on Ben's community-focused attitude, it was
not surprising that he searched out a local bank
when he and his wife decided to purchase their
first home. Ben commented, “I asked my realtor

“Becky had a real specialty for finding the program
benefits that would best help us. Being a first time
home buyer, | knew nothing about the process.
She made the experience painless.”

Consistently rated as one of the top producers of
mortgages for first time home buyers by lowa
Finance Authority, Boone Bank & Trust Co. is
dedicated to helping people make the dream of
home ownership a reality. Their experienced staff
knows what is important to their customers and
works diligently to find financing solutions on a
timely basis.

g L Vv
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who he would recommend. Without hesitaton, he
said he had heard great things about Recky Trotter,
Mortgage Loan Officer, at Boone Bank & Trust
Co.” Ben continued, “As a local bank, Boone Bank
& "Trust has the people and programs in place tw
make buying a home easy.”

Ben commented, “Becky kept the process moving
forward. She went above and beyond to make sure
we were happy with our service. At the end of the
process, our monthly payrment was less than she

had originally quoted. There were no hidden costs
19
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or surprises. The entire experience was great
As perfect candidates for the First Time Home
Buyers Program, Ben and Anna worked with
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Ben Parsons




BOARD OF DIRECTORS
Back Row, Left to Right: Charles D. Jons, MD, Terrill L. Wycoff, James R. Larson, Il, Dean E. Hunziker and Thomas H. Pohiman
Front Row, Left to Right: Tahira K. Hira, PhD, Daniel L. Krieger, Marvin J. Walter and Betty A. Baudler Horras
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spirt I1s alive

TRU COUNT

The entrepreneurial spirit is alive and well in Ames,
lows. Tiwo individuals that exemnplify this spirit are
Teff and Sue Dillman, owners of Tru Count, Inc.
Tru Count was formed in 1982 by the Diliman
family. Jeff's father and brother had an idea ro
develop an inexpensive acre counter that farmers
could add to their planters that would accurately
determine the area covered in the field. They
successfully patented the product and named the
company Tru Count. In 1988, the family began
discussing a new product for planters that would
allow farmers to shut down a row or series of rows
when plantng soybeans or corn. This product was
advantageous because it helped farmers avoid dou-
ble planting for point rows, terraces and end rows.
Marketed as the Conser Clutch, Tru Count became
a supplier to many major planter manufacturers.
The Conser Clutch is installed under the planter
manufacturer’s name, but is also available to
farmers as an add-on product.

In 1994, Jeff and Sue purchased Tru Count from
Jeffs father and brother. Originally a Newton, lowa
company, the Dillman’s moved to Ames in 2000
with a need to expand their employee base. With
Iowa State University, Ames was a perfect location
for the company to attract young, encrgetic college
students looking for part-time work. Today, Tru
Count employs 22 employvees, both full time and
college students with computer science, agriculture
or engineering backgrounds.

In 2003, the Dillmans added a wiring harness
division that supplies car wash, refrigeration,
vending and a varfety of other manufacturers with
their specialized product. This division is now
known as Dillman Industries. The addition of the
wiring harness division again shows how in-tune
the Dillmans are with idendfying customer needs
and developing solutions to meet those needs.

“When we moved to Ames in 2000, we decided w
go with a local bank. I visited with Scott Bauer, a
conunereial banker at 1st National. It was a good
deciston,” Jeff mentioned. The Dillmans take
full advantage of the products and services offered
at Ist National Bank. When the Bank introduced
Health Savings Accounts (HSAs) in 2006, the
Dillmans were the first to sign up. “We do all of
our hanking with st National, including funding
our HSA. Withour sounding like a commercial for

ne entrepreneurial

STFIRST
'I NATIORAL

AMES

1st Nadonal, I can only say that the service is exact-
ly what anvone would want from their bank.”

Tru Count continues to be a family business. Jeff
and Sue’s son, Josh, and daughter, Jenny, both
work in the business. Jenny, a graduate of the
University of lowa, is the office manager and
works in the wire harness division. Josh has been
with the company full-time almost six vears and
was previously manager of the wiring harness divi-
sion. He is currently handing off some of his
wire harness duties and expanding into more
overzll management. Jeff and Sue hope to some-
day turn the business over entirely to Jenny and
Josh. According to Jeff, “Evervbody gets along
well and are all focused on a common goal.”

The Dillmans have found a niche in the agriculrure
equipment industry. The company has grown
between 10% and 30% each vear since 1994, and
2007 is looking even bemer. They have expanded
their facilities twice and are considering increasing
their facility size within the near future. “The main
thing [ have discovered is that if you deliver on
time and alwavs deliver good products, your
customers will not shop around for alternatives.”
commented Jeff Dillman. 1st Nadonal Bank is
proud to partmer with "Iru Count and Dillman
Industries and looks forward to watching the
Dillmans continued success.
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BOARD OF DIRECTORS
Back Row, Left to Right: David L. Morris, Qrley L. Kilburn, Elaine C. Tekippe, Steven D. Forth and Gary G. Vulgamott
Front Row, Left to Right: Harold E. Thompson and John £. Nelson
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‘Family first”

Early on in thetr marriage, it was evident that
Dave and Mary Pepper shared a strong commit-
ment to “family first.” The couple has two sons,
Tom, age 17 and Jim, age 14. The family started
their farming operation from scratch over 20 years
ago. “It is hard to duplicate the closeness you have
with your family when you are all working toward
the same goal,” commented Dave Pepper.

Building their farming operaton has been the goal
and passion for the Peppers. The Peppers started
their operation in 1979 with 40 acres. Today, the
family farms over 1,200 acres of corn and soy-
beans and market over 3,000 head of hogs.
Everyone in the family is involved. From manag-
ing the livestock and farmland to handling the
business side of farming, the Peppers have worked
together to make their operadon successful. In
2006, the family started a small excavation and
grading business. The business is called A+
Skidloader Services, L.LL.C and is run mainly by
“lom and Jim. The business has provided an excel-
lent learning experience for the bovs, teaching the
value of hard work and wise money management.

The Pepper family has seen many changes in farm-
ing over the vears. Larger farming operations have
significantly altered their neighborhood. It used ro
be nearly all of their ncighbors were farmers.
Today, most of their neighbors are “acreage-
dwellers” that work in town. Another change has
been the mave from crop-share farmland leasing
w predominandy cash rent arrangements. Cash
rent requires operations to borrow about three
dmes as much money per acre compared to crop-
share. A final orend is the change in technology.
Mary, who handles the family’s books, remarks,
“We used to keep only tax records. Now, we keep
production records on the computer and can look
up profit and loss information on an individual
group of hogs for the last six years. The changes
in technology have been staggering.”

So what brought the Peppers to Randall-Story
State Bank? In 1979, Dave had the opportunity
to begin farming 40 rented acres. “1 walked into
Randall-Story State Bank and Harold Thompson
toaned me the money on the condidon that [ would
stay in college and graduate. I will never forget that
visit,” stated Dave. “I graduated from lowa State
University in 1982 with a degree in Ag Business.”

>

RANDALL-STORY
STATE BANK
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Since 1979, the Peppers have relied on Randall-
Story State Bank for all of their banking needs.
From checking, savings, and safe deposit box serv-
ices, to ag production, farmland and building loans,
Randall-Story State Bank takes care of the Pepper
family’s needs. In 2006, Dave and Mary even met
with Ric Nelson of st Natonal Bank, affiliate of
Randall-Story, for a rearement planning analysis.
“We were thrilled with the service we received.”
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“It 1s impossible to beat a local, hometown bank

&

where everyone knows your name. We have never

felt as if we were simply an “account” on a com-
puter screen. We have always been treated as
valued friends,” commented the Peppers. “Several
times, Harold has brought documents right out to
the farm. Every single employee has always gone
beyond the call of duty to help us. Randall-Story
helps us with our financial needs and leaves the
decision making to us. I like that. T know that
bank would stand behind us if we really needed
it. That's peace of mind.”
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Six years ago, the Peppers installed a 300 ft. base-
ball diamond in their back yard. This has become a
hobby for the family and the bovs often have
friends over for a game. Dave commented, “Its a
sorry day when a fanmer has two acres of farmland
planted w grass.” Mary replied, “No, its a sad day

when the boys are grown and we plow it up!” This

definitely summarizes the Pepper family prioridges.
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Dave and Mary Pepper pictured with their sons,

Tom and Jim.




BEOARD OF DIRECTORS
Back Row, Left to Right: Curtis A. Hoff, Michelle R, Cassabaum, James G. Frevert
Front Row, Left to Right: Richard O. Parker, Stephen C. McGill, Fred C. Samuelson and John P. Nelson
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A perfect fit for us”

MID-AMERICA MANUFACTURING, INC

Mid-America Manufacturing, Inc. is a premier
manufacturer that contnues to grow in the heart
of cenwral [owa. The company offers a full range of
services including: precision CNC machining, proto-
type machining, tool room machining, engineering
design and building of tools, jigs, fixtures, gages,
special equipment, and other specialty requests by
customers. Located in Nevada, lowa, operations
began at the current locaton in 1995 in a 6,000-sy.
ft. building. Since then, the business has grown and
now oecupies 28,000-sq. ft. In the last five years, the
company has seen a 200% increase in sales.

“It has been excitdng watching our company grow
from one employee and zero customers to 70
employees and an infinite customer base,” com-
mented Mid-America Manufacturing co-owner,
Randy Gummert. Twelve years ago, Randy parmered
with Al Bradish to offer customer manufacturing
services that clients typically outsource. “We have
definitely seen a wend toward more and more large
manuficturers outsourcing projects from the agri-
culture industry to the medical business. This is a
perfect fit for us,” remarked Al Bradish. Bradish
and Gummert understand their clients’ needs and
go out of their way to produce quality products that
meet or exceed client expectations.

Mid-American Manufacturing has had a long
standing relationship with State Bank & Trust Co.
The reladonship dates back to Eugene Bourlard,
the company’s previous owner. According to
Gummert, “State Bank understands customer
needs. Even though they might not have an
extensive understanding of the manufacturing
business, they are always there. They have sup-
ported us through our growth and have believed
in our vision and products.”

“The State Bank and Tiust staff is very knowledge-
able and is always willing to help. As a local bank,
with local decisions, I know that they are just a
phone call away. Personal service is importane to
me,” noted Bradish.

The company thrives on challenges, which makes
Mid-America Manufacturing a frequent choice
for our customer’s toughest projects. Mid-
America Manufacturing’s valued employees are
committed to exceeding customer expectations
for quality, delivery, and cost. As the company
continues to grow, State Bank & Trust Co. will
be with Mid-America Manufacturing through
every challenge.

‘“
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Left to Right: Randy Gummert and Al Bradish
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BOARD OF DIRECTORS
Back Row; Left to Right: Kevin L. Swartz, Keith R. Brown and John S. Wise
Front Row, Left to Right: Larry A. Raymon, Leo E. Herrick and Daniel L. Krieger
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‘Our family is connected .2
to this community”

FACO JOXN’S OF MARSHALLTOWN

“QOur family is connected to this community and

we love Marshalltown.” This is the energetic and
community-focused attitude of Marshalltown,
Towa's successful entrepreneurs, Gary and Sarah
Gimbel. Gary and his wife, Sarah, are the owners
of the Taco John's of Marshalltown Franchise.
Following high school graduation in 1979, Gary
started working for Taco John's as Assistant
Manager. He met Sarah at ‘Taco John's, married
her in 1985 and together they have managed the
business ever since. In 1998, the couple purchased
45% of the business. Like many small business own-
ers, the Gimbels wear many hats such as: inventory
control, food preparation, daily supervision, building
maintenance, payroll, accounting and marketing.

Taco John's of Marshalltown is one of 400 Taco
John's franchises and is consistently a top producer.
" The Marshalltown franchise currently ranks third
in sales for a single store. Gary and Sarah are
known for their consistent, prompt service, and
their products are always fresh. “We know our
customers and they know us. We very much
depend on repeat business. Our customers are
loval because we provide prompt service and a
consistent, quality product that is value priced.”

The Gimbels know good service and know how to
take care of their customers. This same exceptional
service is what brought Gary and Sarah to United
Bank & Trust. Gary comments, “I started visiting
with UBT in the spring of 2006 about financing
to purchase the remaining 55% of the business
and building. T have always felt at ease with Dale
Ttes and Leo Herrick. From the very first time 1
entered the building, the warmth and friendliness
of the staff has been fantastic!”

United Bank & Trust is committed to providing the
Gimbels, as well as all of their customers, with the
products and level of service they expect. The Bank
works with each customer to find ways to help
them succeed. From commercial and mortgage
loans to personal and business deposit services,
United Bank & Trust is providing the responsive
service and experience the Gimbels need.

According to Gary Gimbel, “My relationship
with the entire United Bank & Trust staff has
been very well received by our family. We are
dealing with real people, doing real business
versus the “corporate response” to OUr CONCerns.
Our family is looking forward to a great business
relationship with UBT.”
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The following financial data of the Company for the five years ended December 31, 2002 through 2006 is derived from the
Company's historical audited financial statements and related footnotes. The information set forth betow should be read in conjunc-
tion with “Management's Discussion and Analysis of Financial Condition and Resulls of Operation” and the consolidated financial
statements and related notes contained elsewhere in this Annual Report,

Year Ended December 31
(doflars in thousands, except per share amounts)

a 3 1L 9 3 1 3 s

2006 2005 2004 2003 2002
STATEMENT OF INCOME DATA
Interest income $44,296 $41,306 $37,354 $35,314 $36,270
Interest expense 21,306 15,933 10,564 10,339 11,663
Net interest income 22,990 25,373 26,790 24,975 24,607
Provision (credit} for loan losses {183) 3 479 645 688
Net interest income after provision (credit)
for loan losses 23173 25,042 26,311 24,330 23,919
Noninterest income 6,674 5,613 5,269 6,430 5,135
Noninterest expense 15,504 15,210 14,935 14,819 13,276
Income before provision for income tax 14,343 15,445 16,645 15,946 15,778
mn Provision for income tax 3,399 3,836 4,255 4,321 4,438
Net income $10,944 $11,609 $12,390 $11,625 $11,340
|
> DIVIDENDS AND EARNINGS PER SHARE DATA
Cash dividends declared $9,801 $9.417 $7,590 $7,142 $6,820
Cash dividends declared per share $1.04 $1.00 $0.81 $0.76 $0.73
-3 Basic and diluted earnings per share $1.16 $1.23 $1.32 $1.24 $1.
Weighted average shares outstanding 9,422,402 9,415,599 9,405,705 9,393,672 9,381,855
= BALANCE SHEET DATA
Total assets $838,853 $819,384 $839,753 $752,786 $677,229
Net loans 429,123 440,318 411,639 355,533 329,593
o Deposits 680,356 668,342 658,176 619,549 550,622
Stockholders' equity 112,923 109,227 110,924 107,325 101,523
- Equity to assets ratio 13.46% 13.33% 13.21% 14.26% 14.99%
> FIVE-YEAR FINANCIAL PERFORMANCE
Net income $10,944 $11,609 $12,390 $11,625 $11,340
Average assets 818,450 831,198 793,076 726,945 635,816
r Average stockholders’ equity 109,508 108,802 108,004 104,141 98,282
Return on assets {net income divided
by average assets) 1.34% 1.40% 1.56% 1.60% 1.78%
Return on equity (net income divided
U by average equity) 9.99% 10.57% 11.47% 11.16% 11.54%
Net interest margin (net interest income
divided by average eaming assets) 3.29% 3.56% 3.97% 3.83% 4.51%
Efficiency ratio (noninterest expense divided by
- noninterest income plus net interest income)  52.27% 49.09% 46.59% 47.18% 44.64%
Dividend payout ratio (dividends per share
> divided by net income per share} 89.66% 81.30% 61.27% 61.46% 60.05%
Dividend yield {dividends per share divided by
closing year-end market price) 4.95% 3.89% 3.01% 3.91% 4.69%
Equity to assets ratio (average equity divided
by average assets) 13.38% 13.21% 13.62% 14.33% 15.46%
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OVERVIEW

Ames Nationa! Corporation (Company) is a bank holding company established in 1975 that owns and operates five bank subsidiaries
{Banks) in central fowa. The following discussion is provided for the consolidated operations of the Company and its Banks, 1st
National, State Bank, Boone Bank, Randall-Story Bank and United Bank. The purpose of this discussion is to focus on significant
factors affecting the Company’s financial condition and results of operations.

The Company does not engage in any material business activities apart from its ownership of the Banks and managing its own
bond and equity portfolio. Products and services offered by the Banks are for commercial and consumer purposes, including loans,
deposits and trust services. The Banks also offer investment services through a third-party broker dealer. The Company employs
twelve individuals to assist with financial reporting, human resources, marketing, audit, compliance, technology systems and the
coordination of management activities, in addition to 172 full-time equivalent individuals employed by the Banks.

The Company’s primary competitive strategy is to uttlize seasoned and competent Bank management and local decision-making
authority to provide customers with prompt response times and flexibility in the products and services offerad. This strategy is
viewed as providing an opportunity to increase revenues through creating a competitive advantage over other financial institutions.
The Company also strives to remain operationally efficient to improve profitability while enabling the Company to offer more competitive
lean and deposit rates.

The principal sources of Company revenues and cash flow are: (i} interest and fees earned on loans made by the Banks; (i) service
charges on depasit accounts maintained at the Banks, (iii} interest on fixed income investments held by the Banks; (iv} fees on trust
services provided by those Banks exercising trust powers; and (v) securities gains and dividends on equity investments held by the
Company and the Banks. The Company's principal expenses are: (i} interest expense on deposit accounts and other borrowings; (ii)
salaries and employee benefits; (iii) data processing costs associated with maintaining the Banks’ loan and deposit functions; and
{iv) occupancy expenses for maintaining the Banks’ facilities. The largest component contributing to the Company’s net income is
net interest income, which is the difference between interest eamed on earning assets (primarily 1oans and investments) and inter-
est paid on interest bearing liabitities {primarily deposit accounts and other borrowings). One of management's principal functions is
to manage the spread between interest samed on eaming assets and interest paid on interest bearing liabilities in an effort to maxi-
mize net interest income while maintaining an appropriate level of interest rate risk.

The Company reported net income of $10,944,000 for the vear ended December 31, 2006, compared to $11,609,000 and
$12,390,000 reported for the years ended December 31, 2005 and 2004, respectively. This represents a decrease of 5.7% when
comparing 2006 and 2005, and a decrease of 6.3% when comparing 2005 and 2004, The decline in net income in 2006 and 2005
is primarily the result of lower net interest income which in turn, has resulted from higher market interest rates that have caused
deposit interest expense to increase more quickly than interest income on eamning assets. Eamings per share for 2006 were $1.16
compared to $1.23 in 2005 and $1.32 in 2004. Four of the Company's five Banks had profitable operations during 2006. United
Bank posted a loss of $58,000 in 2006.

The Company’s return an average equity for 2006 was 9.99% compared to 10.57% and 11.47% in 2005 and 2004, respectively,
and the return on average assets for 2006 was 1.34% compared te 1.40% in 2005 and 1.56% in 2004. Lower net interest income
caused both the return on average equity and return on average assets to decline in 2006 and 2005 compared to the previous year.

The following discussion will provide a summary review of important items relating to:

* Challenges

* Key Performance Indicators

¢ [ndustry Results

* Income Statement Review

* Balance Sheet Review

* Asset Quality and Credit Risk Managerment
* Liguidity and Capital Resources

* Interest Rate Risk

* |nflation

+ Forward-Looking Statements
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CHALLENGES

Management has identified certain chaltenges that may negatively impact the Company's revenues and profitability in the future and
is attempting to position the Company to best respond to those challenges.

» Short-term interest rates have increased significantly since June of 2004 while longer term rates (10 to 20 years) are rela-
tively unchanged since 2004. This movement in shart-term rates has caused the yield curve to be flat or slightly inverted
for most of 2006. Banks have historically earned higher levels of net interest income by investing in longer term loans and
investments at higher yields and paying lower deposit expense rates on shorter maturity deposits. If the yield curve
remains flat or inverted in 2007, the Company's net interest margin may continuge to compress.

» Rising interest rates will present a challenge to the Company in 2007. Continued increases in interest rates may negatively
impact the Company's net interest margin if interest expense increases more quickly than interest income. The Company's
earning assets (primarily its loan and investment portfolio) have longer maturities than its interest bearing liabilities (prima-
rily deposits and other borrowings); therefore, in a rising interest rate environment, interest expense will increase more
quickly than interest income as the interest bearing liabilities reprice more quickly than earning assets. In response to this
challenge, the Banks model quarterly the changes in income that would result from various changes in interest rates.
Management believes Bank eaming assets have the appropriate maturity and repricing characteristics to optimize earnings
and the Banks' interest rate risk positions.

¢ The Company’s market in central lowa has numerous banks, credit unions, investment and insurance companies compet-
ing for similar business opportunities. This competitive environment will continue to put downward pressure on the Banks'
net interest margins and thus affect profitability. Strategic ptanning efforts at the Company and Banks continue to fogus on
capitalizing on the Banks’ strengths in local markets while working to identify opportunities for improvement to gain
competitive advantages.

* A substandard performance in the Company’s equity portfolio could lead te a reduction in the historical level of realized
security gains, thereby negatively impacting the Company’s earnings. The Company invests capital that may be utilized for
future expansion in a portfolio of primarily financial and utility stocks with an estimated fair market value of approximately
$24 million as of December 31, 2006. The Company focuses on stocks that have historically paid dividends in an effort to
lessen the negative effects of a bear market.

KEY PERFORMANCE INDICATORS

Certain key performance indicators for the Company and the industry are presented in the following chart. The industry figures are
compiled by the Federal Deposit Insurance Corporation (FDIC) and are derived from 8,681 commercial banks and savings institutions
insured by the FDIC. Management reviews these indicators on a quarterly basis for purposes of comparing the Company’s perform-
ance from gquarter to quarter against the industry as a whole.

Selected Indicators for the Company and the Industry

Year Ended December 31,

2086 2005 2004
Company Industry Company Industry Company Industy
Return on assets 1.34% 1.28% 1.40% 1.28% 1.56% 1.29%
Return on equity 9.99% 12.34% 10.57% 12.46% 11.47% 13.28%
Net interest margin 3.29% 3.31% 3.56% 3.49% 3.97% 3.53%
Efficiency ratio 52.27% 56.79% 49.09% 57.24% 46.59% 58.03%
Capital ratio 13.38% 8.23% 13.21% 8.25% 13.62% 8.12%

Key performance indicators include:

* Return on Assets

This ratio is calculated by dividing net income by average assets. It is used to measure how effectively the assets of the
Company are being utilized in generating income. The Company’s return on assets ratio is in line with that of the industry,
however, this ratic has declined in 2006 as compared to 2005 and 2004 as the result of lower net interest income.




« Return on Equity

This ratio is calculated by gividing net income by average equity. It is used to measure the net income or return the
Company generated for the shareholders’ equity investment in the Company. The Company’s return on equity ratio is below
that of the industry primarily as a result of lower net interest income in 2006 and the higher level of capital the Company
maintains for future growth and acquisitions.

* Net Interest Margin

The ratia is calculated by dividing net interest income by average earning assets. Earning assets consist primarily of loans
and investments that earn interest, This ratio is used to measure how well the Company is able to maintain interest rates
on earning assets above those of interest-bearing liabilities, which is the interest expense paid on deposit accounts and
other borrowings. The Company's net interest margin is in line with peer bank averages but has fallen since 2005 as rising
market interest rates have caused interest expense to increase more quickly than interest income.

« Efficiency Ratio

This ratio is calculated by dividing noninterest expense by net interest income and noninterest income. The ratio is a
measure of the Company's ability to manage noninterest expenses. The Company's efficiency ratio compares favorably
to the industry average.

« (apital Ratio

The capital ratio is calculated by dividing average total equity capital by average total assets. it measures the level of aver-
age assets that are funded by shareholders’ equity. Given an equal leve! of risk in the financial condition of two companies,
the higher the ¢apital ratio, generally the more financially sound the company. The Company’s capital ratio is significantly
higher than the industry average.

INDUSTRY RESULTS
The FDIC Quarterly Banking Profile reported the following results for the fourth quarter of 2006:

FDIC-insured institutions reported total net income of $35.7 billion in the fourth quarter of 2006. This was the lowest quarterty earn-
ings total in 2006, but it was still more than the industry has earned in any quarter prior to 2006. Fourth-quarter net income was
$3.0 billion {9.3%} mare than insured institutions reported in the last quarter of 2005 when large losses in credit-card portfolios hurt
industry eamings. Fourth-quarter results were affected by accounting adjustments triggered by a few large corporate restructurings
that occurred during the quarter; these adjustments had the effect of reducing a number of reported income and expense items. if
not for these adjustments, industry net income probably would have set a new quarterly record, thanks to large one-time gains at a
few big institutions. However, core eamings would have still been below the levels of the previous three quarters in 2006.

Net intergst income was $178 million (0.2%) higher in the fourth quarter than a year earlier. This is the smallest year-over-year
increase in quarterty net interest income in three years. Without the accounting impact of corporate restructurings, the underlying
growth rate would have been closer to 3.3%. Similarly, the industry reported total noninterest income for the quarter of $56.1 billion,
or $677 million (1.2%) more than it reported for the fourth quarter of 2005. Adjusted for the effect of the restructurings, the increase
in noninterest income would have been approximately 13.7%. Among items that were not affected by the restructurings, sales of
securities and other assets yielded net gains of $624 million in the fourth quarter, while extracrdinary items contributed another $2.1
billion to pretax earnings. This is the largest quarterly amount of extraordinary gains ever reparted. Most of the gains came from the
sale of retail branches and a trust operation between insured institutions. Gne negative factor in fourth-quarter results was higher
expenses for bad loans. The fourth-quarter loan-loss provision of $9.6 billion was $923 milkion (10.6%)} higher than in the fourth
quarter of 2005, and was the largest quarterly loss provision for the industry in two and a half years. The average return on assets
{ROA} for the fourth quarter was 1.21%, the same as in the fourth quarter of 2005. Year-over-year improvements in quarterty prof-
itability were concentrated among the largest institutions. More than half of all institutions — 52.4% - reported lower RDAs in the
fourth quarter compared to the fourth quarter of 2005. Three out of every four institutions reporting lower ROAs also reported lower
net interest margins.
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About two out of every three insured institutions (64.4%) saw their net interest margins decline between the third and fourth quarters
of 2006. The industry’s average margin declined from 3.38% to 3.20%, based on reported results. Excluding the accounting impact
of corporate restructurings, the industry's fourth-quarter margin would have been closer to 3.30%. in an environment of relatively
stable interest rates and an inverted yield curve, insured institutions' average funding costs rose mare rapidly than their average
asset yields. This development is especially problematic for smaller institutions. During 2006, insured institutions with assets less
than $1 billion obtained three-quarters of their net operating revenue (total noninterest income plus net interest income) from net
interest income. Larger institutions obtained only 57.1% of their net operating revenue from net interest income.

INCOME STATEMENT REVIEW

The following highlights a comparative discussion of the major components of net income and their impact for the last three years.

Critical Accounting Policy

The discussion contained and other disclosures included within this report are based on the Company's audited consalidated finan-
cial statements, These statements have been prepared in accordance with accounting principles generally accepted in the United
States of America, The financial information contained in these statements is, for the most part, based on the financial effects of
transactions and events that have already occurred. However, the preparation of these statements requires management to make
certain gstimates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses.

The Company's significant accounting policies are described in the “Notes to Consolidated Financial Statements” accompanying the
Company’s audited financial statements. Based on its consideration of accounting policies that involve the most complex and sub-
jective estimates and judgments, management has identified the allowance for loan losses to be the Company’s most critical
accounting policy.

The allowance for loan losses is established through a provision for loan losses that is treated as an expense and charged against
eamnings. Loans are charged against the allowance for loan losses when management believes that collectibility of the principal is
unlikety, The Company has policies and procedures for evaluating the overall credit quality of its loan portfolio, including timely iden-
tification of potential problem lgans. On a quarterly basis, management reviews the appropriate leve! for the allowance for loan
losses, incorporating a variety of risk considerations, both quantitative and qualitative. Quantitative factors include the Company's
historical loss experience, delinguency and charge-off trends, collateral values, known information about individual foans and other
factors, Qualitative factors include the general economic environment in the Company’s market area. To the extent actual results
differ from forecasts and management's judgment, the allowance for toan losses may be greater or lesser than future charge-offs.




Average Balances and Interest Rales

The following two tables are used to calculate the Company's net interest margin. The first table includes the Company’s average
assets and the related income to determine the average yield on earning assets. The second table includes the average liabilities

and related expense to determine the average rate paid on interest bearing liabilities. The net interest margin is equal to the interest

income less the interest expense divided by average eaming assets.

ASSETS

(dolars in thousands)
Interest-eaming assets
Loans (1)
Commercial
Agricuttural
Real estate
Consumer and other

Total loans (incuding fees)

Investment securities
Taxable
Tax-exempt (2)

Total investment securities

Interest bearing deposits
with banks
Federa funds sold

Total interest-earmning assets

Noninterest-eaming assets

Cash and due from banks

Premises and equipment, net

Other, less allowance for
loan losses

Total noninterest-
eaming assets

TOTAL ASSETS

2005 2005 2004
Average HRevenue  Yield Average Revenue Yield Average Revenue Yield
balance halance balance
$70,581 $5,480 7.78% 366581 $4,286 6.44%  $48775 $2548 5.22%
33,054 2,758 8.34% 29772 2,143 7.20% 28,406 1,839 647%
306,991 19,655 640% 310438 18912 609% 285087 17,169 6.02%
27,540 169 6.14% 29,206 1638 561% 23,079 1,317 571%
$438,166  $29,594 6.75% $435997 526979 6.19% $385347 $22,873 5.94%
$212,897 $9,195 432% $216,785 $8.823 407% $213,043 $8911 4.18%
123,427 7,913 641% 126,323 8006 634% 127,048 8125 6.40%
$336324  $17,108 5.00% $343,108 $16820  4.90% $340,091 $17,036 5.01%
$4.114 $139 3.38% $7,037 $169  2.40% $8,713 $130 1.49%
4,229 224 5.30% 4833 131 271% 11,630 159 1.37%
$762,833  $47,0685 6.01% $790975 $44,108 558% $745781 $40,198 5.3%
$17,056 $22,885 $27.581
11,005 9,229 8,517
7,556 8,109 11,197
$35,617 $40,223 $47,295
$818,450 $831,198 $793,076

1 Average loan balance includes nonaccrual loans, if any, Interest income collected an nonaccrual loans has been included.

2 Tax-exempt income has been adjusted to a tax-equivalent basis using an incremental tax rate of 35%.
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Average Balances and Interest Rates

LIABILITIES AND STOCKHOLDERS' EQUITY

2006 2005 2004
Average Revenue/ Yield/ Average Revenue/ Yield/ Average Revenue/ Yield/
balance expense rate balance expense rate balance expense rate
{doliars in thousands)
Interest-bearing liabilities
Daposits
Savings, NOW accounts
and money markets $314,567 $8,250 262% $323334 $5757 1.78% $329410 83,210 097%
Time deposits < $100,000 182,241 707 388% 173966 5530 318% 173581 4974 287%
Time deposits > $100,000 99123 4422  4.46% 90,687 3005 341% 70076 1,759 251%
Total deposits $595931 $19743  331% $587.987 $14382 245% $573,067 $9.943 1.74%
Other borrowed funds 36,388 1,563 4.30% 56,443 1,551 2.75% 38,211 820 1.62%
Total interest-bearing liabiliies $632,319 $21,306  3.37% $644430 $15933 247% $611278 $10563 1.73%
Moninterest-hearing liabilities
Demand deposits $70,095 $69,577 $65,785
Other liabilities 6,528 7,389 8,009
Stockholders’ equity $109,508 $109,802 $108,004
TOTAL LIABILITIES AND
STOCKHOLDERS' EQUITY $818,450 $831,198 $793,076
Net interest income $25,759 3.29% $28177 3.56% $29,635 3.97%
Spread Analysis
Interest income/average assets $47,065  575% $44,108  531% $40,198 5.07%
Interest expense/average assets 21,306 2.60% 15931 1.92% 10,563 1.32%
Net interest income/average assets 25,759 3.15% 28177 3.39% 29635 3.74%




Rate and Yolume Analysis

The rate and volume analysis is used to determine how much of the change in interest income or expense is the result of a change
in volume or a change in interest rate. For example, commercial foan interest income increased $1,204,000 in 2006 compared 10
2005. An increased volume of commercial loans added $270,000 in income in 2006 and higher interest rates increased interest
income in 2006 by $934,000.

The following table sets forth, on a tax-equivalent basis, a summary of the changes in net interest income resulting from changes in
volume and rates.

2005 Compared to 2005 20905 Compared to 2004
{dollars in thousands) Volume Rate Total' Volume Rate Total
Interest income
Loans
Commercial $270 $934 $1,204 $1,060 $678 $1,738
Agricultural 253 362 615 [} 213 304
Real estate (212) 955 743 1,541 202 1,743
Consumer and other 97 150 53 344 (23) 32
Total loans {including fees) $214 $2.401 $2,615 $3,036 $1,070 $4,106
Investment securities
Taxable ($161) $533 $3r2 $152 ($240) ($88)
Tax-exempt {182) 89 (93} {45) (74) (119)
Total investment ($343) $622 $279 $107 ($314) ($207)
securities
Interest bearing deposits with banks  {$84) $53 (831} ($29) $68 $30
Federal funds sold {(18) 112 94 (127) a9 (28}
Total interest-earmning assets ($231) $3,188 $2,957 $2,987 $923 $3,910
Interest-bearing liabilities
Deposits
Savings, NOW accounts and
money markets ($160) $2,653 $2,493 (560) $2,605 $2,545
Time deposits < $100,000 274 1,267 1,541 12 544 556
Time deposits > $100,000 308 1,020 1,328 602 734 1,336
Total deposits $422 $4,940 $5,362 $554 $3,883 $4,437
Other borrowed funds 672) 663 11 378 553 a3
Total Interest-bearing liabilities {$250} $5,623 $5.373 $932 $4,436 $5,368
Net interest income/earning assets $19 ($2,435) {$2,416) $2,055 {$3,513) (51,458}

1 The change in interest dee to both volume and yield/rate has been allocated to change due to volume and change
due to yield/rate in proportion to the absolute value of the change in each.

et Interest Income

The Company’s largest component contributing to net income is net interest income, which is the difference between interest
earned on earning assets (which are primarily loans and investments) and interest paid on interest bearing fiabilities {which are pri-

marily deposits accounts and other borrowings). The volurme of and yields earned on earning assets and the votume of and the rates

paid on interest bearing liabilities determine net interest income. Refer to the tables preceding this paragraph for additional detail.
Interest earned and interest paid is also affected by general economic conditions, particularly changes in market interest rates, and
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by government policies and the action of regulatory authorities. Net interest income divided by average eaming assets is referred to
as net interest margin. For the years December 31, 2006, 2005 and 2004, the Company's net interest margin was 3.29%, 3.56%
and 3.97%, respectively.

Net interest income during 2006, 2005 and 2004 totaled $22,390,000, $25,373,000 and $26,790,000, respectively, representing a
9% decrease in 2006 from 2005 and a 5% decrease in 2005 compared to 2004, Net interest income has fallen since 2004 as risirg
market interest rates have caused interest expense to increase more quickly than interest income.

The high level of competition in the local markets and increasing market interest rates will continue to put downward pressure on
the net interest margin of the Company. Currently, the Company’s largest market, Ames, lowa, has nine banks, two thrifts, four credit
unions and several other financial investment companies. Multiple banks are also located in the Company's other communities cre-
ating similarly competitive environments,

Provision for Loan Losses

The provision for loan losses reflects management's judgment of the expense to be recognized in order to maintain an adequate
allowance for loan losses. The Company’s credit for loan losses for the year ending December 31, 2006, was $183,000 compared
1o a provision expense of $331,000 during the same period last year. A reduction in the specific reserve for a problem credit and
declining loan demand allowed a decrease in the required level of the allowance for loan losses calculated by the Banks. This
decrease in estimated allowance created the credit for loan losses. The $331,000 of provision expense for loan losses during 2005
was lower than the $479,000 recorded in 2004 primarify as the result of a lower fevel of problem loans in 2005. Refer to the Asset
CGuality and Credit Risk Management discussion for additional details with regard to loan loss provision expense.

Management believes the allowance for loan losses to be adequate to absor probable losses in the current portfolio. This statement
is based upon management's continuing evaluation of inherent risks in the current loan portfolio, current levels of classified assets
and general economic factors. The Company will continue to monitor the allowance and make future adjustments to the allowance
as conditions dictate.

Honinterest Income and Expense

Total noninterest income is comprised primarily of fee-based revenues from trust and agency services, bank related service charges
on deposit activities, net securities gains generated primarily by the Company's equity holdings, merchant and ATM fees related to
electronic processing of merchant and cash transactions and secondary market income.

Noninterest income during 2006, 2005 and 2004 totaled $6,674,000, $5,613,000 and $5,269,000, respectively, representing a 19%
increase in 2008 from 2005 and a 7% increase in 2005 from 2004. The increase in 2006 is primarily the result of a first quarter
$471,000 gain on the foreclosure of a commercial real estate property where the fair market value determined by an independent
appraisal exceeded the loan carrying amount, an increase of $339,000 in realized gains on the sale of securities in the Company’s
equity portfolio, and higher trust department income. The higher non-interest income in 2005 compared to 2004 related to higher
realized gains on the sale of securities and improved trust department income.

Noninterest expense for the Company consists of all operating expenses other than interest expense an deposits and other borrowed
funds. Historically, the Company has not had any material expenses relating to discontinued operations, extraordinary losses or
adjustments from a change in accounting principles. Salaries and employee benefits are the largest component of the Company's
operating expenses and comprise 61% of noninterest expenses in 2006.

Noninterest expense during 2006, 2005 and 2004 totaled $15,504,000, $15,210,000 and $14,935,000, respectively, representing a
2% increase in both 2006 and 2005. Lower incentive compensation for senior officers of the Company and Banks in 2006 and 2005
contributed to the limited increase in noninterest expense. The percentage of noninterest expense to average assets was 1.89% in
20086, compared to 1.83% and 1.88% during 2005 and 2004, respectively.

Provision for Income Taxes

The provision for income taxes for 2006, 2005 and 2004 was $3,399,000, $3,836.000 and $4,255,000, respectively. This amount
represents an effective tax rate of 24% during 2006, compared to 25% and 26% for 2005 and 2004, respectively. The Company’s
marginal federal tax rate is currently 35%. The difference between the Company's effective and marginal tax rate is primarily related
to investments made in tax exempt securities.




BALANCE SHEET REVIEW

The Company's assets are comprised primarily of loans and investment securities. Average earning asset maturity of repricing dates
are less than five years for the combined portfolios as the assets are funded for the most part by short term deposits with either
immediate availability or less than one year average maturities, This exposes the Company to risk with regard to changes in interest
rates that are more fully explained in the “Quantitative and Qualitative Disclosures about Market Risk" section of this report,

Total assets increased to $838,853,000 in 2006 compared to $819,384,000 in 2005, a 2% increase. The securities portfolio grew
$21 million and federal funds sold grew by $13 million, offset by a decline of $11 million in the Company's loan portfolio when
comparing year end 2006 and 2005.

Loan Portfolio

Net loans for the year ended December 31, 2006, totaled $429,123,000, down from the $440,318,000 as of December 31, 2005, a
decrease of 3%. The decrease in loan volume can be primarily attributed to softening loan demand in 2006 and the payoff of a large
loan from a local municipality. Loans are the primary contributor to the Company’s revenues and cash flows. The average yigld on
loans was 166 and 129 basis points higher in 2006 and 2005, respectively, in comparison to the average tax-eguivalent investment
portfolio yields.

Types of Loans

The following table sets forth the composition of the Company's loan portfolio for the past five years ending at December 31, 2006.

2006 2005 2004 2003 2002

(doffars in thousands)
Real Estate

Construction $30,600 $23,973 $21,042 $13,126 $13,518

1-4 family residential 103,620 102,043 97,612 84,645 81,239

Commercial 139,149 153,920 160,176 150,723 136,351

Agricuttural 31,002 30,606 27,443 24,297 21,693
Commercial 73,760 71,430 57,189 38,555 40,097
Agricultural 33,434 32,216 30,713 27,815 26,022
Consumer and other 24,276 33,340 24,584 23,242 19,921
Total foans 435,931 447 528 418,759 362,403 338,841
Deferred loan fees, net 276 445 644 819 777
Tota! loans net of deferred fees $435,655 $447 083 $418,115 $361,584 $338,064

The Gompany's loan portfolio consists of real estate loans, commercial loans, agricultural loans and consumer loans. As of
December 31, 2006, gross loans totaled approximately $436 million, which equals approximately 64% of total deposits and 52% of
total assets. The Company’s peer group {consisting of 413 bank holding companies with total assets of $500 to $1,000 million) loan
to deposit ratio as of September 30, 2006, was a much higher 90%. The primary factor refating to the lower loan to deposit ratio for
the Company compared to peer group averages is a more conservative underwriting philosophy. As of December 31, 2006, the
majority of the loans were originated directly by the Banks to borrowers within the Banks' principal market areas. There are no
foreign loans outstanding during the years presented.

Real estate loans include various types of loans for which the Banks hald real property as collateral and consist of loans primarily
on commercial properties and single family residences. Real estate loans typically have fixed rates for up to five years, with the
Company's loan policy permitting a maximum fixed rate maturity of up to 15 years. The majority of construction loan volume is to
contractors to construct commercial buildings and these loans generally have maturities of up to 12 months. The Banks originate
residential real estate loans for sale to the secondary market for a fee.

Commereial loans consist primarily of loans to businesses for various purposes, including revolving lines to finance current opera-
tions, floor-pians, inventory and accounts receivable; capitat expenditure loans to finance equipment and other fixed assets: and
letters of credit. These loans generally have short maturities, have sither adjustable or fixed rates and are unsecured or secured
by inventory, accounts receivable, equipment and/or real estate.

1 N 3 W 3 9 V N VYV N

S

s s nNn 22 s 1

o




1 N 3 W 3 9 V N V W

S §s n 9 S 1 a

o

30

Agricultural loans play an important part in the Banks' loan portfolios. lowa is @ major agricultural state and is a national leader in
both grain and livestock preduction. The Banks play a significant role in their communities in financing operating, livestock and real
estate activities for area producers.

Consumer loans include loans extended to individuals for household, family and other personal expenditures not secured by real estate.
The majority of the Banks’ consumer lending is for vehicles, consolidation of personal debts, household appliances and improvements.

The interest rates charged on loans vary with the degree of risk and the amount and maturity of the loan. Competitive pressures,
market interest rates, the availability of funds and government regulation further influence the rate charged on a loan. The Banks
follow a Ioan policy, which has been approved by both the board of directors of the Company and the Banks, and is overseen by
both Company and Bank management. These policies establish lending limits, review and grading criteria and other guidelines
such as loan agministration and allowance for loan losses. Loans are approved by the Banks' board of directors and/or designated
officers in accordance with respective guidelines and underwriting policies of the Company. Credit limits generally vary according
to the type of loan and the individual loan officer's experience. Loans to any one borrower are limited by applicable state and
federal banking laws.

Maturities and Sensitivities of Loans to Changes in Interest Rates
as of Becember 31, 2006

The contractual maturities of the Company’s loan portfolio are as shown below. Actual maturities may differ from contractual
maturities because individual borrowers may have the right to prepay loans with or without prepayment penatties.

After ong
year but
Within within After
one year five years five years Total
(dottars in thousands)
Real Estate
Construction $24,304 $5,823 $473 $30,600
1-4 family residential 6,129 45,227 52,264 103,620
Commercial 23,027 88,078 28,044 139,149
Agricultural 2,528 5,105 23,458 31,092
Commercial 30,653 34,349 8,758 73,760
Agricuitural 22,310 9,769 1,355 33,434
Consumer and other 4,212 16,365 3,699 24,276
Total loans $113,163 $204,716 $118,052 $435,931
After one
year but
within After
five years five years
Lean maturities after one year with:
Fixed rates $175,326 $24,159
Variable rates 29,380 93,893
$204,716 §118,052

Loans Held for Sale

Mortgage origination funding awaiting delivery to the secondary market totaled $526,000 and $981,000 as of December 31, 2006
and 2005, respectively. Residential mortgage loans are criginated by the Banks and sold to several secondary mortgage market
outlets based upon customer product preferences and pricing considerations. The mortgages are sold in the secondary market to
eliminate interest rate risk and to generate secondary market fee income. It is not anticipated at the present time that loans held

for sale will become a significant portion of total assets.

Investment Portfelio

Total investments as of December 31, 2006, were $354,572,000, an increase of $21 million or 6% from the prior year end. As of
December 31, 2006 and 2005, the investment portfolio comprised 42% and 41% of total assets, respectively.




The fetlowing table presents the market values, which represent the carrying values due to the available-for-sale classification, of
the Company's investment portfofio as of December 31, 2006, 2005 and 2004, respectively. This portfolio provides the Company
with a significant amount of fiquidity.

2006 2065 2004
{doftars in thousands}
LLS. treasury securities $509 $516 $531
U.8. government agencies 139,745 134,288 137,634
States and political subdivisions 119,908 108,373 113,818
Corporate bonds 60,624 59,567 77,573
Equity securities 33,786 30,766 33,904
Total $354,572 $333,510 $363.460

Investments in states and political subdivisions represent purchases of municipal bonds located primanily in the state of lowa and
contiguous states.

Investment in other securities includes corporate debt obligations of companies located and doing business throughout the United
States. The debt obligations were all within the credit ratings acceptable under the Company’s investment poficy with the exception
of the corporate debt obligations of one corporation that has a Moody's sub investment quality rating of Ba1 as of December 31,
2006. These corporate bonds had a fair market and carrying value as of December 31, 2006, of $1,776,000 and $1,759,000,
respectively, The Company does not consider the corporate bonds to be other than temporarily impaired as of December 31, 2006.
As of December 31, 2006, the Company did not have securities from a single issuer, except for the United States Government or its
agencies, which exceeded 10% of consolidated stockholders' equity. The equity securities portfolio consists primarily of financiai
and utility stocks as of December 31, 2006, 2005, and 2004.

Investment Maturities as of December 31, 2006

The investments in the foliowing table are reported by contractual maturity. Expected maturities may differ from contractuaf maturi-
ties because borrowers may have the right to call or prepay obligations with or without prepayment penalties.

After one After five
year but years but
Within within within After
one year five years 10 years 10 years Total

{dollars in thousands}
U.S. treasury securities § - $509 $ - s - $509
U.S. government agencies 39,959 65,484 26,273 3.44 139,745
States and political subdivisions 15,763 38,733 56,692 13,307 124,495
Corporate bonds 10,246 35,366 15,012 - 60,624
Total $65,968 $140,092 $97,977 $16,748 $320,785
Weighted average yield
U.5. treasury securities - 5.20% - - 5.20%
(1.S. government agencies 3.36% 4.22% 6.43% 6.38% 4.21%
States and political subdivisions™ 5.40% 8.14% 6.45% 5.33% 6.21%
Corporate bonds 3.88% 5.28% 5.92% - 5.20%
Total 3.93% 5.02% 6.36% 6.34% 5.24%

*Yields on tax-exempt abligations of states and political subdivisions have been computed on a tax-equivalent basis.

Types of Deposits

Total deposits equaled $5680,356,000 and $668,342,000 as of December 31, 2006 and 2005, respectively. The increase of
$12,014,000 can be attributed to deposit growth at 1st National, Randall-Story Bank and United Bank. The depasit category
seeing the largest balance increases was demand and interest-bearing checking (NOW) accounts.
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The Company’s primary source of funds is customer deposits. The Company attempts to aitract noninterest-bearing deposits, which
are a low-cost funding source. In addition, the Banks offer a variety of interest-bearing accounts designed to attract both short-term
and longer-term deposits from customers. Interest-bearing accounts eam interest at rates established by Bank management based
on competitive market factors and the Company's need for funds. Whiie nearly 75% of the Banks’ certificates of deposit mature in
the next year, it is anticipated that a majority of these certificates will be renewed. Rate sensitive certificates of deposits in excess
of $100,000 are subject to somewhat higher volatility with regard to renewal volume as the Banks adjust rates based upon funding
needs. In the event a substantial volume of certificates are not renewed, the Company has sufficient liquid assets and borrowing
lines to fund significant runoff. A sustained reduction in deposit velume would have a significant negative impact on the Company’s
operation and liquidity. The Company has $7,406,000 of brokered deposits as of December 31, 2006, and did not have any brokered
deposits as of December 31, 2005.

Average Deposits by Type

The following table sets forth the average bafances for each majer category of deposit and the weighted average interest rate paid
for depasits during the years ended December 31, 2006, 2005 and 2004.

2006 2005 2004
Amount Rate Amount Rate Amount Rate

(dollars in thousands)
Noninterest bearing

demand deposits $70,095 - $60,577 - $65,785 -
Interest bearing demand deposits 153,619 2.44% 154,156 1.63% 154,332 0.80%
Money market deposits 134,078 3.16% 141,492 212% 146,479 1.25%
Savings deposits 26,870 0.99% 27,686 0.90% 28,599 0.47%
Time certificates < $100,000 182,241 3.88% 173,966 3.18% 173,581 2.8T%
Time certificates > $100,000 99,123 4.46% 90,687 3.41% 70,076 2.51%

$666,026 $657,564 $638,852

Deposit Maturity

The following table shows the amounts and remaining maturities of time certificates of deposit that had balances of $100,000 and
over as of December 31, 2006, 2005 and 2004.

2006 2005 2004
{doitars in thousands)
3 months or less $33,303 $25,933 $20,613
Over 3 through 12 months 45,808 47,279 29,217
Qver 12 through 36 months 20,047 26,431 17,131
Qver 36 months 2,893 1,399 2,103
Total $102,231 $101,042 $69,064

Borrowed Funds

Borrowed funds that may be utilized by the Company are comprised of Federal Home Loan Bank (FHLB) advances, federal funds
purchased, Treasury, Tax, and Loan option notes, and repurchase agreements, Borrowed funds are an altemative funding source to
deposits and can be used to fund the Company’s assets and unforeseen liguidity needs. FHLB advances are loans from the FHLB
that can mature daily or have longer maturities for fixed or floating rates of interest. Federal funds purchased are borrowings from
other banks that mature daily. Securities sold under agreement to repurchase (repurchase agreements) are similar to deposits as
they are funids lent by various Bank customers; however, the bank pledges investment securities to secure such borrowings. The
Company’s repurchase agreements normally reprice daily. Treasury, Tax, and Loan option notes consist of short term borrowing of
tax deposits from the federal government and are not a significant source of borrowing for the Company.




The following table summarizes the outstanding amount of, and the average rate on, borrowed funds as of December 31, 2008,
2005 and 2004,

2005 2005 2004
Average Average Average
Balance Rate Balance Rate Balance Rate
{dofars in thousands)
Federal funds purchased and
repurchase agreements $34,728 4.42% $34,660 3.38% $64,072 1.99%
Other short-term barrowings 1,470 492% 2,861 4.52% - - %
FHLB term advances 2,000 5.03% - - % - - %
Total $38,198 4.47% $37,521 3.46% $64,072 1.99%

Average Annual Borrowed Funds

The following table sets forth the average amount of, the average rate paid and maximum outstanding batance on, borrowed funds
for the years ended December 31, 2006, 2005 and 2004.

2005 2005 2004
Average Average Average Average Average Average
Balance Rate Balance Rate Balance fate
(dollars in thousands)
Federal funds purchased and
repurchase agreements $34,692 4.24% $395,337 2.72% $38,211 1.62%
Other short-term borrowings 1,029 573% 1,096 4.29% - - %
FHLB Term Advances 667 5.03% - - % - - %
Total $36,388 4.30% $56,443 2.75% $38,211 1.62%

Maximum Amount Outstanding during the year
Federal funds purchased

and repurchase agreements $44,928 $70,489 $65,391
Other short-term borrowings 2415 5,000 -
FHLB Term Advances 2,000 - -

Off-Batance-Sheet Arrangements

The Company is party to financial instruments with off-balance-sheet risk in the normal course of business, These financial instruments
include commitments to extend credit and standby letters of credit that assist customers with their credit needs to conduct business.
The instruments invalve, to varying degrees, elements of credit risk in excess of the amount recognized in the balance sheet. As of
December 31, 20086, the financial instruments most likely impact on revenues, expenses, or cash flows of the Company would come
from unidentified credit risk causing higher provision expense for loan losses in future periods. These financial instruments are not
expected to have a significant impact on the liquidity or capital resources of the Company. For additional information, see footnote

10 of the *Notes to Consolidated Statements” and the “Liquidity and Capital Resources™ section of this discussion.

Contractual Obligations
The foliowing table sets forth the batance of contractual obligations by maturity period as of Oecember 31, 2006 (in thousands).

Payments due by period

Contractual Obligations Total Less than 1 year 1-3 years 3-5 years More than 5 years
Deposits $680,356 $608,990 $67,236 $4,130 $ -
Other Borrowings 38,198 36,198 - 2,000 -
Operating Lease Obligation 84 21 42 21 -
Purchase Obligations 1,966 624 1,248 94 -
Total $720,604 $645,833 $68,526 $6,245 5 -

Purchase obligations include data processing and Internet banking services contracts that include termination provisions that would
accelerate all future payments in the event the Company changed service providers prior to the contracts’ expirations.
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ASSET QUALITY REVIEW AND CREDIT RISK MANAGEMENT

The Company's credit risk is centered in the loan portfolio, which on December 31, 2006, totaled $429,123,000 as compared to
$440,318,000 as of December 31, 2005, a decrease of 3%. Net loans comprise 51% of total assets as of the end of 2006. The
object in managing loan partfolio risk is to reduce the rigk of lass resutting from a customer’s failure to perform according to the
terms of a transaction and to quantify and manage credit risk on a portfolio basis. As the following chart indicates, the Company’s
credit risk management practices have resulted in a low level of non-performing assets that totat $3,857,000 as of December 31,
2006. The Company’s level of problem assets as a percentage of assets of 0.46% as December 31, 2006, compares favorably to
the average for FDIC insured institutions as of September 30, 2006 of 0.55%.

ffon-performing Assets

The following table sets forth information concerning the Company's non-performing assets for the past five years ending
December 31, 2006.

2006 2005 2004 2003 2002

{doflars in thousands)
Non-performing assets:
Nonaccrual loans $291 $606 $1,896 $1,756 $2,015
Loans 90 days or more past due

and still accruing 758 83 80 431 394
Total non-performing loans 1,049 689 1,976 2,187 2,409
Other real estate owned 2,808 1,742 772 159 295
Total non-performing assets $3.857 $2,431 $2,748 $2,346 $2,704

The accrual of interest on non-accrual and other impaired loans is discontinued at 90 days or when, in the opinion of manage-
ment, the borrower may be unable to meet payments as they become due, When interest accrual is discontinued, all unpaid
accrued interest is reversed. Interest income is subsequently recognized only to the extent cash payments are received. Interest
income on restructured loans is recognized pursuant to the terms of the new loan agreement. Interest income on other impaired
loans is monitored and based upon the terms of the undertying loan agreement. However, the recorded net investment in impaired
toans, including accrued interest, is limited to the present value of the expected cash flows of the impaired loan or the observable
fair market value of the loan’s collateral.

At December 31, 2006 and 2005, the Company had impaired loans of approximately $1,049,000 and $689,000, respectively. The
allowance for loan losses related to these impaired loans was appraximately $142,000 and $55,000 at December 31, 2006 and
2005, respectively, The average balances of impaired loans for the years ended December 31, 2006 and 2005 were $1,729,000 and
$1,645,000, respectively. For the years ended December 31, 2006, 2005, and 2004, interest income which would have been record-
ed under the original terms of such loans was approximately $42,000, $41,000 and $239,000, respectively, with $1,000, none, and
$211,000, respectively, recorded. Loans greater than 90 days past due and still accruing interest were approximately $758,000 and
$83,000 at December 31, 2006 and 2005, respectively. There are no other potential problem toans that cause management to have
serious doubts as to the ability of such borrowers to comply with the present loan repayment terms.

Summary of the Allowance for Loan Losses

The provision for loan losses represents an expense charged against eamings to maintain an adequate allowance for foan losses.
The allowance for loan losses is management's best estimate of probable losses inherent in the loan portfolio as of the balance
sheet date. Factors considered in establishing an appropriate allowance include: an assessment of the financial condition of the
borrower: a realistic determination of value and adequacy of underlying collateral; the condition of the local economy and the
condition of the specific industry of the borrower; an analysis of the levels and trends of loan categories; and a review of delin-
quent and classified loans.

The adequacy of the allowance for loan losses is evaluated quarterly by management and the respective Bank boards. This
evaluation focuses on specific loan reviews, changes in the type and volume of the loan portfolio given the current economic
conditions and historical loss experience. Any one of the following conditions may result in the review of a specific loan: concern
about whether the customer’s cash flow or collateral are sufficient to repay the loan; delinquent status; criticism of the lean in a
regulatory examination; the accrual of interest has been suspended; or other reasons, including when the oan has other special
or unusual characteristics which warrant special monitoring.




While management uses available information to recognize losses on loans, further reductions in the carrying amounts of loans
may be necessary based on changes in local economic conditions. In addition, regulatory agencies, as an integral part of their
examination process, periodically review the estimated losses on loans. Such agencies may require the Company to recognize
additional losses based on their judgment about information available to them at the time of their examination.

Analysis of the Allowance for Loan Losses

The Company’s policy is to charge-off loans when, in management's opinion, the loan is deemed uncollectible, although concerted
efforts are made to maximize future recoveries. The following table sets forth information regarding changes in the Company’s
allowance for loan losses for the most recent five years.

2005 2005 2004 2003 2002
(dotars in thousands)
Balance at beginning of period $6,765 $6,476 $6,051 $5,758 $5,446
Charge-offs:
Real Estate
Construction - - - 24 -
1-4 Family Residential 6 - 19 5 -
Commercial - 28 93 - 40
Agricultural - - - - -
Commercial - - 3 392 235
Agricultural - - - - -
Consumer and other 99 19 115 43 155
Total Charge-0ffs 105 147 230 464 430
Recoveries:
Real Estate
Construction - - - - -
1-4 Family Residential 1 - - - 20
Commercial - - - - -
Agricuttural - - - - -
Commercial 6 33 13 100 14
Agricultural - - - - -
Consumer and other 49 72 163 12 20
Total Recoveries 56 105 176 112 54
Net charge-offs 49 42 54 352 376
Additions (deductions) charged
(credited) to operations (183 331 479 645 688
Balance at end of period $6,533 $6,765 $6,476 $6,051 $5,758
Average Loans Outstanding $438,166 $435,997 $385,347 $349,812 $317,521
Ratio of net charge-offs during the
period to average loans
outstanding 0.01% 0.01% 0.01% 0.10% 0.12%
Ratio of allowance for loan losses
to total loans net of deferred fees 1.50% 1.51% 1.55% 1.67% 1.70%

The allowance for loan losses decreased to $6,533,000 at the end of 2006 in comparison to the allowance of $6,765,000 at year
end 2005. A reduction in the specific reserve for a problem credit and declining loan demand allowed for a decrease in the required
level of the allowance for loan losses calculated by the Banks for year end 2006 compared to 2005. The increase in the reserve
levels in 2005 compared to 2004 can be attributed to the growth in the Company’s commercial loan portfolio at 1st National and
United Bank. The increase in the reserve levels in 2004 compared to 2003 relate primarily to general reserves established by 15t
Naticnal. The general reserve methodology has remained consistent for the five years presented.
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General reserves for loan categories normally range from 1.00 to 1.40% of the cutstanding loan balances. As loan volume increases,
the general reserve levels increase with that growth, As the previous table indicates, loan provisiens have been trending downward
since 2002 as the level of net charge-offs has been low since 2004, The allowance relating to commercial real estate, 1-4 family
residential and commercial loans are the fargest reserve components. Commercial real estate foans have higher general reserve
levels than 1-4 family and agricultural real estate loans as management perceives more risk in this type of lending. Elements
contributing to the higher risk level include susceptibility of businesses to changing environmental factors such as the economic
business cycle, the larger individual loan amounts, a limited number of buyers and the specialized uses for some properties. As of
December 31, 2006, commercial real estate loans have general reserves of 1.15%. The estimation methods and assumptions used
in determining the altowance for the five years presented have remained fairly consistent. The leve! of non perferming loans as of
December 31, 2006, has increased since 2005 but remains at a manageable level.

Loans that the Banks have identified as having higher risk levels are reviewed individually in an effort to establish adequate loss
reserves. These reserves are considered specific reserves and are directly impacted by the credit quality of the underlying loans.
Normally, as the actual or expected level of non-performing loans increase, the specific reserves also increase. For December 31,
2006, specific reserves increased $534,000 or 2% compared to year end 2005 levels as the volume of problem credits increased
in 2006. As of December 31, 2005, specific reserves increased $76,000 over 2004 as the level of watch credits increased. As of
December 31, 2004, specific reserves decreased $431,000 or 24% over year end 2003 as the result of improved [oan quality. As
of December 31, 2003, specific reserves increased $146,000 or 9% over year end 2002. The specific reserves are dependent upon
assumptions regarding the liquidation value of collateral and the cost of recovering collateral including legal fees. Changing the
amount of specific reserves on individua! lpans has historically had the largest impact on the reallocation of the reserve among
different parts of the portfolic.

Other factors that are considered when determining the adequacy of the reserve include loan concentrations, loan growth, and his-
torical losses. The Company's concentration risks include geographic concentration in central lowa; the local economy's dependence
upon several large governmental entity employers, including lowa State University and the lowa Department of Transportation; and
the health of lowa’s agricultural sector that in turn, is dependent on weather conditions and government programs. However, no
assurances can be made that logses will remain at the favorable levels experienced over the past five years.

Allocation of the Altowance for Loan Losses
The following table sets forth information concerning the Company's allocation of the allowance for loan losses.

2005 2005 2004 2003 2002

(dollars in thousands) Amount % * Amount % * Amount %* Amount %* Amount %*
Balance at end of period

applicable to:
Real Estate
Construction $372 7.02% $258 5.36% $429 5.02% $196 362% $210  3.99%
1-4 family residential 1,231 23.77% 1127 2280% 1,021 23.31% 948  23.36% 892 23.98%
Commercial 2,396  31.92% 2,54 34.3% 2,676 38.25% 2663 4159% 2453 40.24%
Agricuttural 428 713% 421 6.84% 486 6.55% 458 6.70% 302 6.40%
Commercial 983  16.92% 1,158 15.96% 809 13.66% 775 10.64% 910 11.83%
Agricuttural 499 7.67% 511 7.20% 360 7.33% 488 7.68% 504 7.68%
Consumer and other 276 5.57% 390 7.45% 302 5.87% 255 6.41% 235 588%
Unallocated 348 366 393 268 252

$6,533 0%  $5,765 100% $6,476 100%  $6,051 100% 85758  100%

* Percent of loans in each category to total loans.

LIQUIDITY AND CAPITAL RESOURCES

Liguidity management is the process by which the Company, through its Banks' Asset and Liability Committees {ALCO), ensures that
adequate liquid funds are available to meet its financial commitments on a timely basis, at a reasonable cost and within acceptable
risk tolerances. These commitments include funding credit obligations to borrowers, funding of mortgage originations pending deliv-
ery to the secondary market, withdrawals by depositors, maintaining adequate collatera! for pledging for public funds, trust deposits
and borrowings, paying dividends to shareholders, payment of operating expenses, funding capital expenditures and maintaining
deposit reserve requirements,




Liquidity is derived primarily from core deposit growth and reteation; principal and interest payments gn loans: principal and interest
payments, sale, maturity and prepayment of investment securities; net cash provided from operations; and access to other funding
sources. Other funding sources include federal funds purchased lines, Federal Home Loan Bank {FHLB) advances and other capital
market sources.

As of December 31, 2008, the level of liquidity and capital resources of the Company remain at a satisfactory level and compare
favorably to that of other FDIC insured institutions. Management believes that the Company's liquidity sources will be sufficient to
support its existing operations for the foreseeable future.

The liquidity and capital resources discussion will cover the follows topics:

* Review of the Company's Current Liquidity Sources

* Review of the Consolidated Statements of Cash Flows

= Review of Company Only Cash Flows

» Review of Commitments for Capital Expenditures, Cash Flow Uncertainties and Known Trends in Liquidity and
Cash Flows Needs

+ (apital Resources

Review of the Company’'s Current Liquidily Socurces

Liquid assets of cash on hand, batances due from other banks, federal funds sold and interest-bearing deposits in financial institu-
tions for December 31, 2006, 2005 and 2004 totaled $31,154,000, $24,376,000 and $48,199,000, respactively. The higher balance
of liquid assets as of December 31, 2006, refates to a higher level of federal funds soid to other financial institutions.

Other sources of liquidity available to the Banks include outstanding lines of credit with the Federal Home Loan Bank of Des Moines,
lowa of $44,295,000 and federal funds borrowing capacity at correspondent banks of $86,500,000. As of December 31, 2006, the
Company had outstanding FHLB advances of $2,000,000, no federal funds purchased, and securities sold under agreement to
repurchase totaled $34,728,000, and Treasury Tax and Loan option notes of $1,470,000.

Total investments as of December 31, 2006, were $354,572,000 compared to $333,510,000 as of year end 2005. As of Degember
31, 2006 and 2005, the investment portfolio as a percentage of total assets was 42% and 41%, respectively. This provides the
Company with a significant amount of liquidity since all of the investments are ¢lassified as available for sale as of December 31,
2006 and 2005 and have pretax net unrealized gains of $3,075,000 and $5,225,000, respectively.

The investment portfalio serves an important role in the overall context of balance sheet management in terms of balancing capital
utilization and liquidity. The decision to purchase or sell securities is based upon the current assessment of economic and financial
conditions, including the interest rate environment, liquidity and credit considerations. The portfelio’s scheduled maturities represent
a significant source of liquidity.

fleview of the Consolidated Statements of Cash Flows

Operating cash flows for December 31, 2006, 2005 and 2004 fotaled $11,055,000, $9,472,000 and $13,169,000, respectively. The
primary reason for the increase in operating cash flows in 2006 compared to 2005 was the source of cash provided by lpans held
for sale and higher accrued expenses and other liabilities. The decrease in operating cash flows in 2005 compared to 2004 included
an increase in loans held for sale and a lower net income.

Net cash provided {used) in investing activities for December 31, 2006, 2005 and 2004 was ($15,751,000), $14,558,000 and
{$103,647,000}, respectively. The net cash used in investing activities in 2006 was primarily utilized to purchase invesiment
securities and federal funds sold. The source of cash provided by loans in 2006 compared to the investment in loans in 2005
was the largest variance in comparing the two years investing activities. The net cash provided from investing activities in 2005
was primarily proceeds from the sale or maturity of investment securities and federal funds sold that were utilized to fund a
lower level of securities sofd under agreements to repurchase. The largest investing activities in 2004 were the purchase of
U.S. government agency and corporate bonds and the funding of commercial operating and commercial real estate foans offset
by the maturities, calls, and sales of securities available for sale.

Net cash provided by {used in) financing activities for December 31, 2006, 2005 and 2004 totaled $3,113,000, ($24,697,000)
and $77,255,000, respectively. Deposit growth was the primary source of cash flows for 2006. A decline in securities sold under
agreements to repurchase was the primary use of financing funds in 2005 and were the primary contributing factor to increase in
financing cash flows in 2004. As of December 31, 20086, the Company did not have any external debt financing, off balance sheet
financing arrangements or derivative instruments linked to its stock.
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Revievw of Company Only Cash Flows

The Company’s liguitity on an unconsolitated basis is heavily dependent upen dividends paid to the Company by the Banks.
The Company requires adequate liquidity to pay its expenses and pay stockholder dividends. in 2006, dividends from the Banks
amounted to $8,734,000 compared to $8,634,000 in 2005, Various federal and state statutory provisions fimit the amount of
dividends banking subsidiaries are permitted to pay to their holding companies without regulatory approval. Federal Reserve
policy further limits the circumstances under which bank holding companies may declare dividends. For example, a bank hold-
ing company should not continue its existing rate of cash dividends on its commen stock unless its net income is sufficient to
fully fund each dividend and its prospective rate of earnings retention appears consistent with its capital needs, asset quality
and overall financial condition. In addition, the Federal Reserve and the FDIC have issued policy statements which provide that
insured banks and bank holding companies should generally pay dividends only out of current operating earnings. Federal and
state banking requlaters may alse restrict the payment of dividends by order.

1st National and United Bank, as national banks, generally may pay dividends, without obtaining the express approval of the Office
of the Comptraller of the Currency, in an amount up to its retained net profits for the preceding two calendar years plus retained net
profits up to the date of any dividend declaration in the current calendar year. Retained net profits, as defined by the OCC, consists
of net ingome less dividends declared during the period. Boone Bank, Randall-Story Bank and State Bank are also restricted under
lowa law to paying dividends anly out of their undivided profits. United Bank is not expected to generate sufficient eamings to pay
any dividends in 2007. Additionally, the payment of dividends by the Banks is affected by the requirement to maintain adequate cap-
ital pursuant to applicable capital adequacy guidelines and regulations, and the Banks generally are prohibited from paying any
dividends if, following payment thereof, the Bank would be undercapitalized.

The Company has unconsolidated interest bearing deposits and marketahle investment securities totaling $36,359,000 that are
presently available to provide additional liquidity to the Banks.

Review of Commitments for Capital Expenditures, Cash Flow Uncerlainties
and nouwn Trends in Liguldity and Cash Flows Ueeds

No material capital expenditures or material changes in the capital resource mix are anticipated at this time. Commitments to
extend credil totaled $79,620,000 as of December 31, 2006, compared to a total of $77,099,000 at the end of 2005. The timing of
these credit commitments varies with the underlying borrowers; however, the Company has satisfactory liquidity to fund these obli-
gations as of Decermber 31, 2008, The primary cash flow uncertainty would be a swdden decline in deposits causing the Bamks to
liquidate securities. Historically, the Banks have maintained an adequate level of short term marketable investments to fund the
temporary declines in deposit balances. There are no known trends in liquidity and cash flow needs as of December 31, 2006 that
are a concern to management.

Capital Resources

The Company’s total stockholders’ equity increased to $112,923,000 at December 31, 2006, from $109,227,000 at December 3,
2005. At December 31, 2006 and 2005, stockholders’ equity as a percentage of total assets was 13.4% and 13.3%, respectively.
Total equity increased due to appreciation in the Company and Banks' investment portfolies and the retention of earnings. The
capital levels of the Company currently exceed applicable requlatory guidelines as of December 31, 2006.

On June 15, 2005, shareholders of the Company approved an amendment to the Restated Articles of Incorporation increasing the
Company’s authorized cammon stock from & million to 18 million shares and reducing the par valug of such common stock from
$5.00 to $2.00 per share. The purpose of the amendment was to provide a sufficient number of shares of awthorized common
stock to accommodate a 3-for-1 stoek split previously approved by the Board of Directars af the Company on May 11, 2005. The
stock split was effective July 15, 2005, for holders of recard as of Juty 1, 2005. Share and per share data for all periods presented
have been restated to reflect the stock split.

The Board of Directors of the Company approved a stock repurchase program on November 8, 2006. The Company has a strong
capital pasition and this program pravides an apportunity to repurchase Company stock on the open market when it is deemed
to be favorably priced for repurchase. The program authorizes the repurchase of up to 100,000 shares during the calendar year
2007, or approximately 1% of 9,425,013 shares of common stock presently outstanding. The repurchases will be made in open
market transactions at the discretion of management using Company cash. The timing and actual number of shares purchased
will depend on a variety of factors such as price, the Company's liquidity position and other market conditions. The program may
be limited or discontinued at any time without notice. The Company did nol repurchase any shares in 2006.




INTEREST RATE RISK

Interest rate risk refers to the impact that a change in interest rates may have on the Company’s eamings and capital.
Management's abjectives are to control interest rate risk and to ensure predictable and consistent growth of earnings and capital.
Interest rate risk management focuses on fluctuations in net interest income identified through computer simitations to evaluate
volatility, varying interest rate, spread and volume assumptions. The risk is quantified and compared against tolerance levels.

The Company uses a third-party computer software simulation modeling program to measure its exposure to potential interest rate
changes. For various assumed hypothetical changes in market interest rates, numerous ather assumptions are made such as pre-
payment speeds on loans, the slope of the Treasury yield curve, the rates and volumes of the Company’s deposits and the rates and
volurmes of the Company's loans. This analysis measures the estimated change in net interest income in the event of hypothetical
changes in interest rates.

Another measure of interest rate sensitivity is the gap ratio. This ratio indicates the amount of interest-earning assets repricing
within a given period in comparison to the amount of interest-bearing liabilities repricing within the same period of time. A gap
ratio of 1.0 indicates a matched position, in which case the effect on net interest income due to interest rate movements will be
minimal. A gap ratio of less than 1.0 indicates that more liabilities than assets reprice within the time period and a ratic greater
than 1.0 indicates that more assets reprice than liabilities.

The simulation mode! process provides a dynamic assessment of interest rate sensitivity, whereas a static interest rate gap table
is compited as of a point in time. The model simulaticns differ from a traditional gap analysis, as a traditional gap analysis does not
reflect the muttiple effects of interest rate movement on the entire range of assets and liabifities and ignores the future impact of
new business strategies.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARUET RISY

The Company's market risk is comprised primarily of interest rate risk arising from its core banking activities of making loans and
taking deposits. Interest rate risk is the rigk that changes in market interest rates may adversely affect the Company's net interest
income, Management continually develops and applies strategies to mitigate this risk. Management does not beligve that the
Company's primary market risk expesure and how that exposure was managed in 2006 changed when compared to 2005.

Based on a simulation modeling analysis performed as of December 31, 2008, the following table presents the estimated change
in net interest income in the event of hypothetical changes in interest rates for the various rate shack levels:

NEY INTEREST INCOME AT RISK

Estimated Change in Net Interest Income for Year Ending December 31, 2007

$ Change % Change
(doliars in thousands)
+200 Basis Points (2,417) {10.4)%
+100 Basis Points {1,164) {5.0/%
-100 Basis Points 1,664 7.1%
-200 Basis Points 2,832 12.1%

As shown above, at December 31, 2006, the estimated effect of an immediate 200 basis peint increase in interest rates would
decrease the Company's net interest income by 10.4% or approximately $2,417,000 in 2007. The estimated eftect of an immediate
200 basis point decrease in rates would increase the Company's net interest income by 12.1% or approximately $2,832,000 in
2007. The Company's Asset Liability Management Policy estabtishes parameters for a 200 basis point change in interest rates.
Under this policy, the Company and the Banks' objective is to properly structure the balance sheet to prevent a 260 basis point
change in interest rates from causing a decline in net interest income by more than 15% in one year compared to the base year
that hypothetically assumes no change in interest rates.

Computations of the prospective effects of hypothetical interest rate changes are based on nimerous assumptions. Actual values
may difter from those projections set forth above, Further, the computations do not contemplate any actions the Company may
undertake in response to changes in interest rates. Current interest rates on certain liabilities are at a level that does not allow
for significant repricing should market interest rates decline considerably.
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Contractual Maturity or Repricing

The following table sets forth the estimated maturity or re-pricing, and the resutting interest sensitivity gap, of the Company's inter-
est-eaming assets and interest-bearing liabilities and the cumulative interest sensitivity gap at December 31, 2006. The expected
maturities are presented on a contractual basis. Actual maturities may differ from contractual maturities because of prepayment
assumptions, early withdrawal of deposits and competition.

Less than Three One to Qver
three months to five five Cumulative
months one year years years Total
{doltars in thousands)
Interest-earning assets
Interest-bearing deposits with banks $1.144 $400 3 - $ - $1,544
Federal funds sold 13,100 - - - 13,100
Investments* 6,787 59,181 140,092 148,512 354,572
Loans 92,579 62,836 245,474 35,043 435,932
Loans held for sale 526 - - - 526
Total interest-earning assets $114,136 s122.417 $385,566 $183,555 $805,674
Interest-bearing liabilities
interest bearing demand deposits $158,584 § - $ - 5 - $158,584
Money market and savings deposits 159,402 - - - 159,402
Time certificates < $100,000 40,231 93,844 48,427 - 182,502
Time certificates > $100,000 33,393 45,898 22,940 - 102,233
Other borrowed funds 36,198 - 2,000 - 38,198
Total interest-bearing liabilities $427,808 $139,742 $73,367 - $640,917
Interest sensitivity gap {$313,672) ($17,325) $312,199 $183,555 $164,757
Cumulative interest sensitivity gap ($313,672) ($330,997) ($18,798) $164,757 $164,757
Cumulative interest sensitivity
gap as a percent of total assets -37.39% -39.46% -2.24% 19.64%

*Investments with maturities over five years include the market value of equity securities of $33,787.

As of December 31, 2006, the Company's cumulative gap ratios for assets and liabilities repricing within three months and within
one year were 37% and 39%, respectively, meaning more liabilities than assets are scheduled to reprice within these peripds. This
situation suggests that a decrease in market interest rates may benefit net interest income and that an increase in interest rates
may negatively impact the Company. The liability sensitive gap position is largely the result of classifying the interest bearing NOW
accounts, money market accounts and savings accounts as immediately repriceable. Certain shortcomings are inherent in the
method of analysis presented in the foregoing table. For example, although certain assets and liabilities may have similar maturities
and periods to repricing, they may react differently to changes in market interest rates. Also, interest rates on assets and liabilities
may fluctuate in advance of changes in market interest rates, while interest rates on other assets and labilities may follow changes
in market interest rates. Additionally, certain assets have features that restrict changes in the interest rates of such assets, both on
a short-term basis and over the lives of such assets.

INFLATION

The primary impact of inflation on the Company's operations is t0 ingrease asset yields, deposit costs and operating overhead.
Unfike most industries, virtually all of the assets and liabilities of a financial institution are monetary in nature. As a result, interest
rates generalty have a more significant impact on a financial institution’s performance than they would on non-financial companies.
Although interest rates do not necessarily move in the same direction or to the same extent as the price of goods and services,
increases in inflation generally have resulted in increased interest rates. The effects of inflation can magnify the growth of assets
and, if significant, require that equity capital increase at a faster rate than would be otherwise necessary.




FORWARD-LOOKING STATEMENTS

The discussion in the foregoing Management Discussion and Analysis and elsewhere in this Report contains forward-looking state-
ments about the Company, its business and its prospects. Forward-looking statements can be identified by the fact that they do not
relate strictly to historical or current facts. They often include use of the words “believe,” “expect,” “anticipate,” “intend,” "plan,”
“estimate™ or words of similar meaning, or future or conditional verbs such as “will,” “would,” “should,” “could” or “may”. Forward-
looking statements, by their nature, are subject to risks and uncertainties. A number of factors, many of which are beyond the
Company's control, coutd cause actual conditions, events or results to differ significantly from those described in the forward-looking
staternents. Such risks and uncertainties with respect to the Company include, but are not limited to, those related to the economic
conditions, particularly in the areas in which the Company and the Banks operate, competitive products and pricing, fiscal and
monetary policies of the U.S. govemment, changes in governmental regulations affecting financial institutions, (including regutatory
fees and capital requirements), changes in prevailing interest rates, credit risk management and asset/liability management, the
financial and securities markets and the availability of and costs associated with sources of liquidity. These factors may not constitute
all factors that could cause actual results to ditfer materially from those discussed in any forward-looking staterment. The Company
operates in a continually changing business environment and new facts emerge from time to time. 1t cannot predict such factors nor
can it assess the impact, if any, of such factors on its financial position or its results of operations. Accordingly, forward-looking state-
ments should not be relied upon as a predictor of actual results. The Company disclaims any responsibility to update any
forward-laoking statement provided in this document.

STOCK PRICE PERFORMANCE

The following performance graph provides information regarding cumulative, five-year total retum on an indexed basis of the
Company's Common Stock as compared with the NASDAQ Composite Index, the SNL Midwest OTC Bulletin Board Bank Index
(“Midwest OTC Bank Index"} and the SNL NASDAQ Bank Index prepared by SNL Financial L.C. of Charlottesville, Virginia. The
Midwest OTC Bank Index reflects the performance of 135 bank holding companies operating principally in the Midwest as selected
by SNL Financial. The SNL NASDAQ Bank Index is comprised of all 525 bank holding comparies listed on the NASDAQ market
throughout the United States. The indexes assume the investment of $100 on December 31, 2001 in the Common Stock, the
NASDAQ Composite index, Midwest 0TC Bank Index and the NASDAQ Bank Index with all dividends reinvested. The Company's
stock price performance shown in the following graph is not indicative of future stock price performance.
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index 1231/ 12/31/02 12/31/03 12/31/04 12/31/05 12/31/05
Ames National Corporation 100.00 121.65 157.96 226.36 22343 191.00
NASDAQ Composite 100.00 68.76 103.67 113.16 115.57 127.58
SNL NASDAQ Bank 100.00 102.85 132.76 152.16 147.52 165.62
SNL Midwest OTC Index 100.00 128.26 161.90 192.90 200.83 21150
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MANAGEMENT'S REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING

The management of Ames National Corporation (the “Company”} is responsible for establishing and maintaining adequate inter-
nal control over financial reporting. The Company's internal control system was designed to provide reasonable assurance to the
company's management and board of directers regarding the preparation and fair presentation of published financial statements.
Because of its inherent limitations, internal contrel over financial reporting may not prevent or detect misstatements. Also, projec-
tions of any evaluation of effectiveness to future periods are subject to the rigk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

The Company's management assessed the effectiveness of the Company’s intemal controf over financial reporting as

of Decemnber 31, 2006. In making this assessment, it used the criteria set forth by the Committee of Sponsoring Organizaticns of
the Treadway Commission (COS0) in internal Control-integrated Framework. Based on our assessment we determined that, as of
December 31, 2006, the Company’s internal control over financial reporting is effective based on those criteria.

Management’s assessment of the effectiveness of the Company’s internal control over financial reporting as of December 31, 2006,
has been audited by Clifton Gunderson LLP, an independent registered public accounting firm, as stated in their report which
appears herein,

M/ It ¥ Wb

Daniel L. Krieger, Chairman and President John P. Nelson, Vice President
(Principal Executive Officer) {Principal Financial Officer)

CHANGES IN ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

The Company's prior independent auditer, McGladrey & Pullen, LLP, was dismissed by the Company on February 8, 2006, with such
dismissal effective upon completion of its audit of the Company's financial statements for the year ended December 31, 2005, The
Company's current independent auditor, Clifton Gunderson LLP, was retained by the Company on February 8, 2006. The dismissal of
McGladrey & Pullen, LLP and the retention of Clifton Gunderson LLP was approved by the Audit Committee. During the Company's
two fiscal years ended December 31, 2005, and during the subsequent interim periodt proceeding dismissal of McGladrey & Pullen,
LLP in 2006, there was no disagreement between the Company and McGladrey & Pullen, LLP on any matter of accounting principles
or practices, financial statement disclosure or auditing scope or procedure which, if not resalved to the satisfaction of McGladrey &
Putlen, LLP, would have caused McGladrey & Pullen, LLP to make reterence to the subject matter of the disagreement in connection
with its reports on the Company's financial statements. The audit reparts of MeGladrey & Pullen, LLP on the financlal statements of
the Company as of and for the two years ended December 31, 2005 did not contain any adverse opinion or disclaimer of opinion,
nor were these opinions qualified or modified as to uncertainty, audit scope or accounting principles. The Company has previousty
provided a copy of the foregoing disclosures to McGladrey & Pullen, LLP and McGladrey & Pullen, LLP, in a letter dated February 13,
2008, stated its agreement with the Company's statements regarding its dismissal as independent auditor.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
Ames National Corporation and Subsidiaries
Ames, lowa

We have audited the accompanying consolidated batance sheet of Ames National Carporation and Subsidiaries as of December 31,

2008, and the related consolidated statements of income, stockholders’ equity and cash flows for the year then ended. These consoli-

dated financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion of these
consolidated financial statements based on our audit. The consolidated balance shee! of Ames National Corporation and Subsidiaries
as of December 31, 2005, and the related consolidated statements of income, stockholders™ equity and cash flow for the years ended
December 31, 2005 and 2004 were audited by other auditors whose report dated January 20, 2006, was unqualified.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the finan-
cial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for our opinian.

In our apinion, the consolidated financial statements referred to above present fairly, in all material respects, the firancial position of
Ames National Corporation and Subslidiaries as of December 31, 2006, and the results of their operations and their cash flows for the
year then ended in conformity with accounting principles generally accepted in the United States of America.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the effec-
tiveness of Ames National Corporation and Subsidiaries’ internat control over financial reporting as of December 31, 2006, based on
criteria established in internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Cormmission (COS0), and our report dated February 27, 2007, expressed an unqualified opinion on management's assessment of
internal controt over financial reporting and an unqualified opinion on the effectiveness of intermal control over financial reporting.

West Des Moines, lewa
February 27, 2007
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Gt;.ndersm LLP

Ceniified Public Accountants & Consultants

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRMW

To the Board of Directors
Ames National Corporation and Subsidiaries
Ames, lowa

We have audited management’s assessment, included in the accompanying Management's Report on Internal Control over Financial
Reporting that Ames National Corporation maintained effective internal control over financial reporting as of December 31, 2006,
based on criteria established in /nternal Control — integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commissien {COS0). Ames National Corporation’s management is responsible for maintaining effective interna control
over the financial reporting and for its assessment of the effectiveness of internal control over financial reporting. Qur responsibility
is to express an opinion on management's assessment and an opinion on the effectiveness of the Company’s intemal control over
financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain reascnable assurance about whether effective internal controf over
financial reporting was maintained in all material respects. Qur audit included obtaining an understanding of internal control aver
the financial reporting, evaluating management's assessment, testing and evaluating the design and operating effectiveness of inter-
nal control, and performing such other procedures as we considered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability
of financial reporting and the preparation ef financial statements for external purpoeses in accordance with generally accepted
accounting principles. A company's intemal contral over financial reporting includes those pelicies and procedures that {1) pertain
to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets
of the company; {2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the company’s assets that
could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projec-
tions of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinicn, management’s assessment that Ames National Corporation maintained effective internal control over financial report-
ing as of December 31, 2006, is fairty stated, in all material respects, based on criteria established in Internal Control - Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO}. Also in our opinion, Ames
National Corporation maintained, in all material respects, effective internal control over financial reporting as of December 31, 2008,
based on criteria established in /nternal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission (C0SQ).

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheet of Ames National Corporation and Subsidiaries as of December 31, 2006, and the related consolidated
statements of income, stockholders' equity and cash flows for the year then ended and our report dated February 27, 2007,
expressed an ungualified opinion.

%MALA

West Des Moines, lowa
February 27, 2007
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CONSOLIDATED BALANCE SHEETS
December 31, 2006 and 2005

ASSETS

Cash and due from banks

federal funds sold

Interest bearing deposits in financial institutions
Securities available-for-sale

Loans receivable, net

Loans held for sale

Bank premises and equipment, net

Accrued income receivable

Deferred income taxes

Other assets

Total assets

UABILITIES AND STGCKHOLDERS' EQUITY

LIABILITIES
Deposits
Demand, noninterest bearing
NOW accounts
Savings and money market
Time, $100,000 and over
Other time

Total deposits

Federal funds purchased and securities sold under agreements
to repurchase

Other short-tenm borrowings

FHLE term advances

Dividend payable

Deferred income taxes

Accrued expenses and other liabilities

Total liabilities

STOCKHOLDERS' EQUITY

Common stock, $2 par value, authorized 18,000 shares;
9,425,013 and 9,419,271 shares issied and outstanding
as of December 31, 2006 and 2005, respectively

Additional paid-in capital

Retained earnings

Accumulated other comprehensive income - net unrealized

gain on securities available-for-sale

Total stockholders’ equity

Total liabilities and stockholders’ equity

See Notes te Consolidated Financial Statements.

2006 2005
$16,510,082 $18,092,139
13,100,000 300,000
1,544,306 5,983,542
354,571,864 333,510,152
429,122,541 440,317,685
525,999 981,280
12,617,741 11,030,840
7,871,365 6,633,795
- 343,989
2,989,090 2,190,652
$438,6852,988 $819,384,074
$77.638,264 $74,155,477
158,584,115 151,680,984
159,401,753 160,998,014
102,230,831 101,042,024
182,501,710 180,465,836
680,356,473 668,342,335
34,727,897 34,659,983
1,470,116 2,861,130
2,000,000 -
2,450,503 2,354,818
1,187,948 -
3,736,739 1,938,507
725,929,676 710,156,773
18,850,026 18,838,542
22,498,904 22,383,375
65,856,627 64,713,530
5,717,755 3,291,854
112,923,312 108,227,301
$838,852,958 $819,384,074
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CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31, 2006, 2005 and 2004

Interest and dividend income:
Loans, including fees
Securities:

Taxable

Tax-exempt
Federal funds sotd
Dividends

[nterest expense:
Deposits
Other borrowed funds

Net interest income

Provision {credit) for loan losses

Net interest income after provision (credit)
for loan losses

Noninterest income:
Trust department income
Service fees
Securities gains, net
Gain on sales of loans held for sale
Merchant and ATM fees
Gain on sale or foreclosure of real estate
Other

Total roninterest income

Noninterest expense:
Salaries and employee benefits
Data processing
Qccupancy expenses
Other operating expenses

Total noninterest expense

Income before income taxes

Pravision for income faxes

Net income

Basic earnings per share

See Notes to Consolidated Financial Statements.

2006 2005 2004
$29,593,896 $26,979,358 $22,872,764
8,830,356 8,558,156 8,536,759
4,226,941 4,190,268 4,274,033
224,882 130,182 159,438
1,419,617 1,447 663 1,510,665
44,295,692 41,305,627 37,353,659
19,742,379 14,380,214 9,942,250
1,563,149 1,552,894 621,077
21,305,528 15,933,108 10,563,327
22,890,164 25,372,518 26,790,332
(182,686) 331,282 479,355
23,172,850 25,041,237 26,310,977
1,462,734 1,375,308 1,185,681
1,840,699 1,796,503 1,813,795
1,135,136 795,780 324,030
564,819 606,277 610,077
645,517 570,914 534,897
482,203 - -
542,924 468,410 800,835
6,674,032 5613192 5,269,315
9,408,293 9,208,802 9,019,138
2,185,478 2,126,040 2,241,441
1,159,750 1,148,738 1,048,323
2,750,341 2,726,222 2,626,451
15,503,862 15,209,902 14,935,354
14,343,020 15,444,527 16,644,938
3,399,403 3,835,992 4,255,392
$10,943,617 $11,608,535 $12,389,546
$1.18 $1.23 $1.32




CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

Years Ended December 31, 2006, 2005 and 2004

Comprehensive
Income

Bal2nce, December 31, 2003
Comprehensive income:
Net income $12,389,546
Gther comprehensive
income, unrealized (losses)
on securities, net of
reclassification adjustment,

net af tax benefit (1,448,229)
Total comprehensive income  $10,941,317

Cash dividends declared,
$0.81 per share

Sale of 12,039 shares of
freasury stock

Balance, December 31, 2004
Comprehensive income:
Net income $11,608,535
Other comprehensive
income, unrealized (losses)
on securities, net of
reclassification adjustment,

net of tax benefit (Note 3)  {4,175,858)
Total comprehensive income  $7,432,677

Cash dividends declared,
$1.00 per share

Retirement of treasury stock

Sale of 8,073 shares of
common stock

Balance, December 31, 2006
Net income $10.943617
Other comprehensive
income, unrealized gain
on securities, net of
reclassification adjustment,
net of tax benefit 2,425,901

Total comprehensive income $13,369,518

Cash dividends dedlared,
$1.04 per share

Sale of 5,742 shares of
common stock

Balance, December 31, 2006

See Notes to Consolidated financial Statements.

Additional
Common Paid-in
Stock Capital

fetained
Eamings

Accumulated
(rher Total
Treasury Comprehensive Stockholders'
Stock  Income (Loss) Equity

$18919380 522,198,749 $58,400,660 (1,700,735} $6915941 $107,324,995

' - 12,389,546 - - 12389546

- (1,448,229 (1,448,229

- {7,589,854) - (7.589,854)

- 26,767 220,115 - 247,432
18,919,380 22225516 63,200,352 (889,020) 7467712 110,923,940
- - 11,608,535 - - 11,608,535

- (4,175,858) {4,175,858)

- - 9,417,253 - - (9.417,253)

(96,984) (113,932 (678,104) 889,020 -
16,1486 21,791 - 287,937
18,838,642 22383375 64713530 - 3291854 100,227 301

- - 10943817 - - 109436817

- - - 2425901 2,425,901

- {9,800,520) - (9,800,520)

11,434 115,529 - 127,013
$1885002 $22498904 $65856627 § - SSTITISS $112923312
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CONSOLIDATED STATEMENTS
Years Ended December 31, 2006, 2005 and 2004

CASH FLOWS FROM OPERATING ACTIMITIES

Net income

Adjustments to reconcile net income to net cash
provided by operating activities;

Provision {credit) for loan losses

Amortization and accretion

Oepreciation

Provision for deferred taxes

Securities gains, net

Change in assets and liabilities:
Decrease (increase) in loans held for sale
Increase in accrued income receivable
Increase in other assets

OF CASH FLOWS

Increase {decrease) in accrued expenses and other liabilites 1,798,232

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of securities available-for-sale

Proceeds from sale of securities avaitable-for-sale

Proceeds from maturities and calls of securities
available-for-sale

Net {increase) decrease in interest bearing deposits
in financial institutions

Net {increase) decrease in federal funds sold

Net ({increase) decrease in loans

Purchase of bank premises and equipment

Net cash provided {used in} investing activities

CASH FLOWS FROM FINANCING ACTMTIES
Increase in deposits
Increase (decrease) in federal funds purchased

and securities sold under agreements to repurchase

Proceeds from other borrowings, net
Dividends paid
Proceeds from issuance of stock

Net cash provided by {used In) financing activities 3113,216

Net decrease in cash and cash equivalents

CASH AND DUE FROM BANKS
Beginning

Ending

SUPPLEMENTAL DISCLOSURE OF
CASH FLOW INFORMATION
Cash payments for:
[nterest
Income taxes

See Notes to Consolidated Financial Statements.

2006 2005 2004
$10,943,617 $11,608,535 $12,389,546
(182,686) 331,282 479,355
131,704 478,244 683,012
973,257 915,213 951,477
107,200 (226,170) (53,448)
(1,135,136) (795,778) (324,030)
455,281 (675,561) 624,670
(1,237,570) (371,371) 420177
(798,438) (1,022,681) {835,415)
{770,194) {325.969)

11,055,461 9,471,519 13,169,021
{69,015,999) (59,049,297) {163,349,539)
6,013,192 24,937,433 5,045,102
46,795,165 57,750,361 115,303,131
4,439,236 3,591,632 (3,211,636)
{12,800,000) 19,565,000 515,000
11,377,830 {29,081,652) (56,584,801)
(2,560,158) {3,155,417) (1,364,306)
{15,750,734) 14,558,060 {103,647,049)
12,014,138 10,166,496 38,627,312
67,914 {29,412,492) 45,874,072
608,986 2,861,130 -
{9,704,835) {8,599,597) 7,493,896}
127,013 287,937 247,482
(24,696,526} 77,254,970

{1,582,057) (666,947) (13,223,058)
18,092,139 18,759,086 31,982,144
$16,510,082 $18,092,139 $18,759,086
$21,064,363 $15,154,109 $10,623,125
3,461,781 3,679,665 4,516,823




Notes to Consolidated Financial Statements

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Description of business: Ames National Corporation and Subsidiaries {the Company) operates in the commercial banking industry
through its subsidiaries in Ames, Boone, Story City, Nevada and Marshalltown, lowa. Loan and deposit customers are located
primarily in Story, Boone, Hamilton and Marshall Counties and adjacent counties in lowa.

Segment information; The Company uses the “management approach™ for reporting information about segments in annual and
interim financial statements. The management approach is based on the way the chief operating decision-maker organizes seg-
ments within a company for making operating decisions and assessing performance. Based on the “management approach” model,
the Company has determined that its business is comprised of one operating segment: banking. The banking segment generates
revenues through personal, business, agricuttural and commercial lending, management of the investment securities portfolio,
providing deposit account services and providing trust services.

Consolidation: The consolidated financial statements include the accounts of Ames National Corporation {the Parent Company) and
its wholly-owned subsidiaries, 1st National Bank, Ames, lowa; State Bank & Trust Co., Nevada, lowa; Boone Bank & Trust Co., Boone,
lowa; Randall-Story State Bank, Story City, lowa; and United Bank & Trust NA, Marshalltown, lowa (collectively, the Banks).

All significant intercompany transactions and balances have been eliminated in consolidation.

\Ise of estimates; The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets and liabiti-
ties and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues
and expenses during the reporting period. Actual results could differ from those estimates. Material estimates that are particularty
susceptible to significant change in the near term relate to the determination of the allowance for loan Iosses and fair value of
financial instruments.

Cash and cash equivalents: For purposes of reporting cash flows, cash and cash equivalents include cash on hand and amounts
due from banks. The Company reports net cash flows for customer joan transactions, deposit transactions and short-term bormow-
ings with maturities of 30 days or less.

urities available-for-sale: The Company classifies all securities as available for sale. Available for sale securities are those the
Company may decide to sell if needed for liquidity, asset-liability management or other reasons. Available for sale securities are
reported at fair value, with net unreatized gains and losses reported as other comprehensive income or loss and as a separate
component of stockholders' equity, net of tax.

Gains and losses on the sale of securities are determined using the specific identification method based on amortized cost and are
reflected in results of operation at the time of sale. Interest and dividend income, adjusted by amortization of purchase premium or
discount over the estimated life of the security using the level yield method, is included in income as eamed.

Detlines in the fair value of available for sale securities below their cost that are deemed to be other-than-temporary are reflected
in eamings as realized losses. In estimating other-than-temporary impairment losses, management considers (1) the length of time
and the extent to which the fair vatue has been less than cost, {2) the financial condition and near-term prospects of the issuer, and
(3) the intent and ability of the Company to retain its investment in the issuer for a period of time sufficient to aflow for any antici-
pated recovery in fair value.

Loans held for sale: Loans held for sale are the loans the Barks have the intent to sell in the foreseeable future. They are carried at
the lower of aggregate cost or market value. Net unrealized losses, if any, are recognized through a valuation allowance by charges
fo income. Gains and lpsses on sales of loans are recognized at settlement dates and are determined by the difference between the
sale proceeds and the carrying value of the lpans.

Loans: Loans are stated at the principal amount outstanding, net of deferred loan fees and the allowance for loan losses. Interest
on foans is credited to income as eamed based on the principal amount outstanding. The Banks' policy is to discontinue the accrual
of interest income on any loan 90 days or more past due unless the loans are well collateralized and in the process of collection.
Income on nonaccrual foans is subsequently recognized only to the extent that cash payments are received. Nonaccrual loans are
returned to an accrual status when, in the opinion of management, the financial position of the borrower indicates there is no longer
any reasonable doubt as to timely payment of principal or interest.
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Allowance for loan losses: The allowance for loan losses is maintained at a fevel deemed appropriate by management to provide
for known and inherent risks in the loan portfolio. The allowance is based upon a continuing review of past loan loss experience,
current economic conditions, the undertying collateral value securing the loans and other adverse situations that may affect the bor-
rower’s ability to repay. Loans which are deemed to be uncollectible are charged off and deducted from the allowance. Recoveries
on loans charged-off and the provision for loan losses are added to the allowance. This evaluation is inherently subjective and
requires estimates that are susceptible to significant revisions as more information becomes available.

The allowance consists primarily of specific and general components. The specific corponent relates to loans that are classified either
as doubtful, substandard or special mention. For such loans that are also classified as impaired, an allowance is established when the
discounted cash flows (or collateral value or observahle market price) of the impaired loan is lower than the carrying value of that loan,
The general component covers non-classified loans and is based on historical loss experience adjusted for qualitative factars.

Aloan is considered impaired when, based on current information and events, it is probable that the Company will be unable to
collect the scheduled payments of principal or interest when due according to the contractual terms of the loan agreement. Factors
considered by management in determining impairment include payment status, collateral vatue, and the probability of collecting
scheduled principal and interest payments when due. Smaller balance homogeneous loans are evaluated for impairment in total.
Such loans include residential first mortgage loans secured by one-to-four family residences, residential construction loans, and
automobile loans. Commercial and agricultural leans and mortgage loans secured by other properties are evaluated individually for
impairment when analysis of borrower operating results and financial condition indicates that underlying cash flows of the borrow-
er's business are not adequate to meet its debt service requirements. Often this is associated with a delay or shortfall in payments
of 90 days or more. Nonaccruat foans are often also considered impaired. Impaired loans, or portions thereof, are charged off when
deemed uncollectible.

Premises and equipment; Premises and equipment are stated at cost less accumulated depreciation. Depreciation expense is
computed using straight-line and accelerated methods over the estimated useful lives of the respective assets. Depreciable lives
range from 3 to 7 years for equipment and 15 to 39 years for premises.

Trust department assets: Property hefd for customers in fiduciary or agency capacities is not included in the accompanying consol-
idated batance sheets, as such items are not assets of the Banks.

Income taxes; Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between
the financial statement carrying amounts of existing assets and liahilities and their respective tax bases and are measured using
enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected to be recov-
ered or settled. The effect of a change in tax rates on deferred tax assets and liabilities is recognized in income in the period that
includes the enactment date.

The Company files a consolidated federal income tax return, with each entity computing its taxes on a separate company basis.
For state tax purposes, the Banks file franchise tax returns, while the Parent Company files a corporate income tax return.

Comprehensive Income: Accounting principles generally require that recognized revenue, expenses, gains and losses be included
in net income. Although certain changes in assets and liabilities, such as unrealized gains and losses on available-for-sale securities,
are reported as a separate component of the stockholders' equity section of the consolidated balance sheet, such items, along with
net income, are companents of comprehensive income. Gains and losses on available-for-sale securities are reclassified to net
income as the gains or losses are realized upon sale of the securities. Other-than-temporary impairment charges are reclassified

to net income at the time of the charge.

Financial Instruments with off-batance-sheet risk; The Company, in the normal course of business, makes commitments to make
loans which are not reflected in the consolidated financial statements. A summary of these commitments is disclosed in Note 10.

Transfers of financial assets: Transfers of financial assets are accounted for as sales, when control over the assets has been sur-
rendered. Control over transferred assets is deemed to be surrendered when (1) the assets have been isolated from the Company,
(2) the transferee obtains the right (free of conditions that constrain it from taking advantage of that right) to pledge or exchange
the transferred assets, and (3) the Company does not maintain eftective control over the transferred assets through an agreement
to repurchase them before their maturity.




Fair vatue of financial instruments: The following metheds and assumptions were used by the Company in estimating fair
value disclosures:

Cash and due from banks, federal funds $old and interest-bearing deposits in financial institutions: The recorded amount

of these assets approximates fair value.

Securities available-for-sale: Fair values of securities available-for-sale are based on bid prices published in financial news-
papers, bid quotations received from securities dealers, or quoted market prices of similar instruments, adjusted for
differences between the quoted instruments and the instruments being valued.

Loans held for sate: The fair value of loans held for sale is based on prevailing marke! prices.

Loans: The fair value of loans is calculated by discounting scheduled cash flows through the estimated maturity using estimated
market discount rates, which refiect the cradit and interest rate visk inherent in the foan. The estimate of maturity is based on the
historical experience, with repayments for each loan classification modified, as required, by an estimate of the eftect of current
economic and lending conditions. The effect of nonpertorming leans is considered in assessing the credit risk inherent in the fair
value estimate.

Deposit liabilities: Fair values of deposits with no stated maturity, such as noninterest-bearing demand deposits, savings and
NOW accounts, and money market accounts, are equal to the amount payable en demand as of the respective balance sheet
date. Fair values of certificates of deposit are based on the discounted value of contractual cash flows. The discount rate is
estimated using the rates currently offered for deposits of similar remaining maturities. The fair value estimates do not include
the benefit that results from the low-cost funding provided by the deposit liabilities compared to the cost of borrowing funds in
the market.

Dther borrowings: The carrying amounts of other borrowings approximate fair value because of the generally short-term
nature of the instruments,

Accrued income receivable and agcrued interest payable: The camrying amounts of accrued income receivable and interest
payable approximate fair value,

Commitments to extend credit and standby letters of credit: The fair values of commitments to extend credit and stand by
letters of credit are based on fees currently charged to enter into similar agreements, taking inte account the remaining terms
of the agreement and credit worthiness of the counterparties. The carry value and fair value of the commitments to extend
credit and standby letters of credit are not considered significant.

Limitatipng; Fair value estimates are made at a specific point in time, based on relevant market information and information
about the financial instrument. Because no market exists for a significant portion of the Company’s financial instruments, fair
value estimates are based on judgments regarding future expected loss experience, current economic cenditions, risk charac-
teristics of various financial instruments, and other factors. These estimates are subjective in nature and invetve uncertainties
and matters of significant judgment and, therefore, cannot be determined with precision. Changes in assumptions coutd
significantly affect the estimates.

Earnings per share: Basic earnings per share computations for the years ended December 31, 2006, 2005 and 2004, were deter-
mined by dividing net income by the weighted-average number of common shares outstanding during the years then ended. The

Company had ne poterttially dilutive securities outstanding during the periods presented.

The following information was used in the computation of basic eamings per share for the years ended December 31, 2006, 2005,

and 2004.
2006 2005 2004
Basic earning per share computation:
Net income $10,943,617 $11,608,535 $12,389,546
Weighted average common shares outstanding 9,422,402 9,415,599 9,405,705
Basic EPS $1.16 $1.23 $1.32
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Stock Split: On June 15, 2005, shareholders of the Company approved an amendment te the Restated Articles of Incorporation
increasing the Company's awthorized common stock from & million to 18 million shares and reducing the par value of such common
stock from $5.00 to $2.00 per share. The purpose of the amendment was to provide a sufficient number of shares of authorized
common stack to accommodate a 3-for-1 stock split previously approved by the Board of Directors of the Company on May 11,
2005. The stock split was effective July 15, 2005, for holders of record as of July 1, 2005. Share and per share data for all periods
presented have been restated to reflect the stock split.

New Accounting Pronouncements: In July 2006, the FASB issued FASB Interpretation No, 48, Accounting for Uncertainty in Income
Taxes (FIN 48). FIN 48 prescribes a recognition threshold and measurement attribute for the financial statement recognition and meas-
urement of a tax position taken or expected to be taken in a tax retum. The Interpretation also provides guidance on derecognition,
classification, interest and penalties, accounting in interim periods, disclosure, and transition. FIN 48 is effective in fiscal years beginning
after December 15, 2006. The provisions of FIN 48 are to be applied to all tax positions upon initial adoption, with the cumulative effect
adjustment reported as an adjustment to the opening balance of retained earnings. The Company is currently evaluating the potential
impact, it any, that the adoption of FIN 48 will have on its consolidated financial statements. Management betieves, based on an initial
evaluation, that the impact of FiN 48 will not be significant to the consolidated financial statements.

NOTE 2. RESTRICTIONS ON CASH AND DUE FROM BANKS

The Federal Reserve Bank requires member banks to maintain certain cash and due from bank reserves. The subsidiary banks'
reserve requirements totaled appraximately $2,847,000 and $5,086,000 at December 31, 2006 and 2005, respectively.

NOTE 3. DEBT AND EQUITY SECURITIES

The amortized cost of securities available for sale and their approximate fair values at December 31, 2006 and 2005, are
summarized below:

Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains {Losses) Fair Value
2006:
U.S. treasury $496,493 $12,199 $- $508,692
U.S. government agencies 141,184,462 467 416 (1907,201) 139,744,677
State and political subdivisions 119,698,521 969,283 (759,686) 119,908,118
Corporate bonds 60,204,400 853,289 (433,822) 60,623,867
Equity securities 23912185 9,914,125 (39,800) 33,786,510
$345,496,061 $12,216,312 $(3,140,509)  $354,571,864
Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains (Losses) Fair Value
2005;
1.8, treasury $495,748 $20,600 $- $516,348
U.5. government agencies 136,815,035 251,357 (2,778,021} 134,288,371
State and political subdivisions 108,432,912 1,121,566 (1,181,983} 108,372,495
Corporate bonds 59,523,220 936,527 (892,575) 59,567,172
Equity securities 23,018,072 7,869,194 {121,500} 30,765,766

$328,284,987 $10,199,244  $(4,974,079)  $333,510,152

The amortized cost and estimated fair value of debt securities available-for-sale as of December 31, 2008, are shown below by
contractual maturity. Expected maturities will differ from contractual maturities because issuers may have the right to call or prepay
obligations with or without call or prepayment penalties.




Amortized Estimated

Cost Fair Value

Due in one year or less $66,571,021 $65,967,568
Due after one year through five years 141,056,137 140,092,220
Due after five years through ten years 97,159,187 97,977,214
Due after ten years 16,797,531 16,748,352
321,583,876 320,785,354

Equity securities 23,912,185 33,786,510
$345,496,061 $354,571,364

At December 31, 2006 and 2005, securities with a carrying value of approximately $163,497,000 and $152,169,000, respectively,
were pledged as collateral on public depasits, securities sold under agreements to repurchase and for other purposes as required
or permitted by law. Securities sold under agreements to repurchase are he'd by the Company’s safekeeping agent.

For the years ended December 31, 2006, 2005, and 2004, proceeds from sales of available-for-sale securilies amounted to
$6,013,192, $24 937,433, and $5,045,102, respectively. Gross realized gains and gross realized losses on sales of available-for-sale
securities were $1,333,136 with no losses, respectively, in 2006, $1,287,962 and $236,182 respectively, in 2005, and $443,974
and $119,944, respectively, in 2004, The tax provision applicable to the net realized gains and losses amounted to approximately
$454,000, $318,000, and $130,000, respectively.

Other-than-temporary impairments recognized as a component of income were $198,000 in 2006 and $256,000 in 2005, with no
impairments recognized in 2004.

The components of other comprehensive income {loss) — net unrealized gains (losses) on securities available-for-sale for the years
ended December 31, 2006, 2005, and 2004, were as follows:

2006 2605 2004
Unrealized holding gains {losses} arising
during the period $4,985,773 ${5,832,566) $(1,974,746)
Reclassification adjustment for net gains
realized in net income {1,135,136) (795,780) (324,030)
Net unrealized gains (losses)
before tax effect 3,850,637 {6,628,346) {2.298,776)
Tax effect (1,424,736) 2,452,488 850,547
Other comprehensive income
Net unrealized gains (losses)
on securities $2,425,901 $(4,175,858) $(1,448,229)
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Unrealized losses and fair value, aggregated by investment category and length of time that individual securities have been in a
= continuous unrealized loss position, as of December 31, 2006 and 2005 are summarized as follows:
7]
° Less than 12 (Jonths 12 Lionths or (lore Total
Fair Unrealized Fair Unrealized Fair Unrealized
- Value Losses Value Losses Value Losses
2003:
- Securities available for sale:
U.S. government agencies $5,314,294 ${19,792) $99,623,211  §(1,887,409) $104,937,505 $(1,907,201)
v | State and pofitical
subsidivisions 13,580,743 {51,720 39,705,322 {707,966) 53,286,065 (759,686)
> Corporate obligations 1,964,337 {29,997) 23,135,560 (403,825) 25,103,897 {433,822)
Equity securities 960,200 {39,800 - - 960,200 (39,800
L | $21,819574 $(141,309) $162,468,093  $(2,999,200) $184,287,667 $(3,140,509)
m fess than 12 Ronths 12 Klonths er Klore Total
o | Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
2005:
Securities available for sale:
mn U.S. government agencies  $50,630,566 $(845,216) $75,540,778  ${1,932,805) $126,171,344 §(2,778,021)
State and political
- subsidivisions 36,928,098 (585,753) 20,290,028 (596,230) 57,218,126  (1,181,983)
Corporate obligations 6,025,437 (196,195) 26,460,433 {696,380) 32,485,870 (892,579)
b Equity securities 1,956,000 (44,000 1,332,500 {77,500) 3,288,500 (121,500)
$95,540,101  $(1,671,164) $123,623,730  §(3.302,915) 5219,163,840 $(4,874,079)
> At December 31, 2006, 320 debt securities have unrealized losses of $3,100,709. These unrealized losses are generally due to
changes in interest rates or general market conditions. In analyzing an issuers’ financial condition, management considers whether
the securities are issued by the federal government or its agencies, whether downgrades by bond rating agencies have occurred, and
o industry analysts’ reports. As management has the ability for the foreseeable future to hotd classified as available for sale securities,
- no declines are deemed to be other than temporary. Unrealized losses on equity securities were not significant at December 31, 2006.
> NOTE 4. LOANS RECEIVABLE
The compasition of loans receivable at December 31, 2006 and 20085, is as follows:
F
2008 2005
Commercial and agricuttural $107,193,787 $103,646,036
Real estate - mortgage 273,861,154 286,570,239
X Real estate - construction 30,599,880 23,972,594
Consumer 11,834,070 12,449,551
m Other 12,442,698 20,890,051
435,931,588 447 528,471
° Less:
Allowance for loan lpsses {6,932,617) (6,765,356)
° Deferred lpan fees {276,431) (445,430)
$429,122 511 $440,317,685
b1
L |




Changes in the allowance for loan losses for the year ended December 31, 2006, 2005 and 2004, are as follows:

2005 2005 2004
Balance, beginning $6,765,356 $6,475,530 $6,050,989
Provision (credit) for loan losses (182,686) 331,282 479,355
Recoveries of loans charged-off 55,055 105,400 174,703
Loans charged-off (105,108} {146,856} {229,517)
Balance, ending $6,532,617 $6,765,356 $6,475,530

Loans are made in the normal course of business to directors and executive officers of the Company and to their affiliates. The
terms of these loans, including interest rates and collateral, are similar to those prevailing for comparable transactions with others
and do not involve more than a normal risk of cellectibifity.

Loan transactions with related parties were as follows for the years ended December 31, 2006 and 2005:

20035 2005
Balance, beginning of year $28,505,102 $28,655,993
New lpans 9,804,923 13,201,498
Repayments (12,961,377} (13,140,392)
Change in status (3,248,435} {211,997)
Balance, end of year $22,100,213 $28,505,102

At December 31, 2006 and 2005, the Company had impaired lcans of approximately $1,049,000 and $689,000, respectively. The
allowance for loan losses related to these impaired loans was approximately $142,000 and $55,000 at December 31, 2006 and
2005, respectively. The average balances of impaired loans for the years ended December 31, 2006 and 2005, were $1,729,000
and $1,645,000, respectively. For the years ended December 31, 2006, 2005, and 2004, interest income, which would have been
recorded under the original terms of such loans, was approximately $42,000, $41,000, and $239,000, respectively, with $1,000, $0,
and $211,000, respectively, recorded. Loans greater than 90 days past due and still accrueing interest were approximately $758,000
and $83,000 at December 31, 2006 and 2005, respectively. There are no other potential problem loans that cause management to
have serious doubts as to the ability of such borrowers to comply with the present loan repayment terms.

The amount the Company will ultimately realize from these loans could ditfer materially from their carrying value because of future
developments affecting the underlying collateral or the borrowers’ ability to repay the Ioans. As of December 31, 20086, there were
no material commitments to lend additional funds to customers whose loans were classified as impaired.

NOTE 5. BANK PREMISES AND EQUIPMENT

The major classes of bank premises and equipment and the total accumulated depreciation as of December 31, 2006 and 2003,
are as follows:

2006 2005
Land $3,032,448 $3,000,803
Buildings and improvements 12,622,808 10,734,396
Furniture and equipment 6,522,487 6,378,610
22,177,743 20,113,809
Less accumulated depreciation 9,560,002 9,082,969
$12,617,741 $11,030,840
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NOTE 6. DEPOSITS

At December 31, 2006, the maturities of time deposits are as follows:

Years ended December 31,

2007 $213,366.,069
2008 40,445,425
2008 18,930,195
2010 7,861,441
2011 4,129,211

$284,732,341

Interest expense on deposits is summarized as fallows:

2006 2005 2004

NOW accounts $2,362,608 $2,009,186 $1,237,301
Savings and money market 5,886,737 3,745,885 1,972,211
Time, $100,000 and over 4,421,595 3,094,834 1,758,187
Other time 7,071,439 5,530,309 4974471
$19,742,379 $14,380,214 §9,942,250

NOTE 7. SHORT-TERM BORROWINGS

Federa! funds purchased are unsecured and mature daily. Securities sold under repurchase agreements are short-term ang are
secured by investrnents with a fair value of $54,136,000 at December 31, 2006. Short-term borrowings as of December 31, 2006
and 2005 consisted of Treasury, Tax and Loan option notes secured by investment securities. Short-term borrowings as of
December 31, 2005, also included FHLB advances, due in three months or less. The FHLB advances are collateralized by certain

1-4 family foans.

FHLB term advances consist of fixed FHLB borrowings with a weighted average interest rate of 5.03%, and are collateralized by
certain 1-4 family lpans and are due in 2010 and 2011 of $1 million each year. At December 31, 2006, the Banks had outstanding
lines of credit with the Federal Home Loan Bank of Des Moines, lowa of $44,295,000.

NOTE 8. EMPLOYEE BENEFIT PLANS

The Company has a stock purchase plan with the objective of encouraging equity interests by officers, employees, and directors

of the Company and its subsidiaries to provide additional incentive o improve banking performance and retain qualified individuals.
The purchase price of the shares is the fair market vatue of the stock based upon current market trading activity. The terms of the
plan provide for the issuance of up to 42,000 shares of comman stock per year for a ten-year period commencing in 1399 and
continuing through 2008.

The Company has a qualified 401 (k) profit-sharing plan. The Company matches employee contributions up to a maximum of 2%

of qualified compensation and also contributes an amount equal to 5% of the participating employee’s compensation. In addition,
contributiens can be made on a discretionary basis by the Company on behalf of the employees. For the years ended December 31,
2006, 2005 and 2004, Company contributions to the plan were approximatety $579,000, $623,000, and $676,000, respectively.
The plan covers substantially all employees.




NOTE 9. INCOME TAXES

The components of income tax expense for the years ended December 31, 2006, 2005 and 2004, are as follows:

2005 2005 2004

Federal:
Curment $2.633,706 $3,282,266 $3,493,176
Deferred 90,186 (202,533) (48,519)
2,723,892 3,079,733 3,444,657

State:

Current 658,497 779,897 815,664
Deferred 17,014 (23,638) {4,929)
675,511 756,259 810,735
Income tax expense $3,399,403 $3,835,992 $4,255,392

Total income tax expense differed from the amounts computed by applying the U.S. federal income tax rate of 35% to income before
income taxes as a result of the following for the years ended December 31, 2006, 2005 and 2004:

2008 2005 2004
Income taxes at 35% federal tax rate $5,020,058 $5,405,585 $5,825,727
Increase {decrease) resuiting from:
Tax-exempt interest and dividends (1,797,533} (1,860,143) (1,870,264)
State taxes, net of federal tax benefit 437,893 460,694 522,929
Other (261,015) {170,144) {223,000)
Total income tax expense $3,399,403 $3,835,992 $4,255,392

The tax effects of temparary differences that give rise to significant portions of the deferred tax assets and deferred liabilities at

December 31, 2006 and 2005, are as {ollows:

Deferred tax assets:
Altlewance for loan losses
Other items

Deferred tax liabilities:
Net unrealized gains on securities available for sale
Other

Net deferred tax assets (liabilities}

2006 2005

$1,921.102 $2,009,069
595,168 447,057
2,516,270 2,456,126
(3,358,048) (1,933.311)
(346,170) {178,826)
(3,704,218) (2,112,137)
$(1,187,948) $343,989

At December 31, 2006 and 2005, income taxes currently payable of approximately $95,000 and $264,000, respectively, are included

in accrued interest and other liabilities.
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NOTE 10. COMMITMENTS, CONTINGENCIES AND CONCENTRATIONS
OF CREDIT RISK

The Company is party fo financial instruments with off-balance-sheet risk in the normal course of business. These financial instru-
ments include commitments to extend credit and standby letters of credit. These instruments involve, to varying degrees, elements
of credit risk in excess of the amount recognized in the balance sheet,

The Company's exposure to credit loss in the event of nonperformance by the other party to the financial instrument for commit-
ments to extend credit and standby letters of credit is represented by the contractual amount of those instruments. The Company
uses the same credit policies in making commitments and conditionat obligations as they do for on-balance-sheet instruments. A
summary of the Company’s commitments at December 31, 2006 and 2005, is as follows:

2085 2005
Commitments to extend credit $79,629,000 $77,099,000
Standby letters of credit 1,995,000 1,433,000
$81,624,000 $78,532,000

Commitments to extend credit are agreements to lend to a customer as long as there is no viglation of any condition established in
the contract. Since many of the commitments are expected to expire without being drawn wpon, the total commitment amounts do
not necessarily represent future cash requirements. The Bank evaluates each customer's creditworthiness on a case-by-case basis.
The armount of collateral obtained, if deemed necessary by the Bank upon extension of credit, is based on management’s credit
evaluation of the party.

Standby letters of credit are conditiona! commitments issued by the Banks to guarantee the performance of a customer to a third-
party. Those guarantees are primarily issued to suppert public and private borrowing arrangements. The credit risk involved in
issuing letters of credit is essentially the same as that involved in extending loan facilities to customers. Collateral held varies and is
required in instances which the Banks deem necessary. In the event the customer does not perform in accordance with the terms of
the agreement with the third party, the Banks would be required to fund the commitment. The maximum potential amount of future
payments the Banks could be required to make is represented by the contractual amount shown in the summary above. If the com-
mitments were funded, the Banks would be entitied to seek recovery from the customer. At December 31, 2006 and 2005, no
amounts have been recorded as liabilities for the Bank’s potential obligations under these guarantees.

In the normal course of business, the Company is involved in various legal proceedings. In the opinion of management, any liability
resulting from such proceedings would not have a material adverse effect on the Company’s financial statements.

Concentrations of credit risk: The Banks originate real estate, consumer, and commercial ioans, primarily in Story, Boone, Hamilton
and Marshall Counties, lowa, and adjacent counties. Aithough the Banks have diversified loan portfolios, a substantial portion of their
borrowers’ ability to repay loans is dependent upon economic conditions in the Banks’ market areas.

NOTE 11, REGULATORY MATTERS

The Company and its subsidiary banks are subject to various regulatory capital requirements administered by the federal banking
agencies. Failure to meet minimum capital requirements can initiate certain mandatery — and possible additional discretionary —
actions by regulators that, if undertaken, could have a direct materiat effect on the Company's and Banks’ financial statements.
Under capital adequacy guidelines and the requlatory framework for prompt corrective action, the Company and the Banks must
meet specific capital guidelines that involve quantitative measures of their assets, liabilities and certain off-balance-sheet items as
calculated under regulatory accounting practices. The capital amounts and classification are also subject to qualitative judgments by
the regulators about components, risk weightings, and other factors. Prompt corrective action provisions are not applicable to bank
holding companies.

Quantitative measures established by regutation to ensure capital adequacy require the Company and each subsidiary bank to maintain

minimum amounts and ratios (set forth in the table below} of total and Tier | capital (as defined in the regulations) to risk-weighted
assets (as defined), and of Tier | capital (as defined) to average assets (as defined). Management believes, as of December 31, 2006
and 2005, that the Company and each subsidiary bank met all capitat adequacy requirements to which they are subject.




As of December 31, 2008, the most recent notification from the federal banking regulators categorized the subsidiary banks as well
capitalized under the regulatory framework for prompt corrective action. To be categorized as adequately capitalized the banks must
maintain minimum total risk-based, Tier | risk-based, and Tier | leverage ratios as set forth in the table. Management believes there
are no conditions or events since that notification that have changed the institution’s category. The Company’s and each of the sub-

sidiary bank's actual capital amounts and ratios as of December 31, 2006 and 2005, are also presented in the table.

To Be Well
Capltalized Under
For Capita! Prompt Corrective
Actual Adequacy Purposes Action Provisions
Amount Ratio Amount Ratio Amount Ratic
As of December 31, 2006:
Total capital (o risk-
weighted assets):
Consolidated $113,738 18.8% $48,299 8.0% N/A N/A
Boone Bank & Trust 13,405 16.3 6,594 80 $8,243 10.0%
1st National Bank 44,420 15.3 23,247 8.0 29,059 100
Randall-Story State Bank 8,497 15.8 4,302 8.0 5378 10.0
State Bank & Trust 12,449 15.0 6,625 8.0 8,282 10.0
United Bank & Trust 8,729 125 5,609 8.0 7,011 10.0
Tier 1 capital ( to risk-
weighted assets):
Consolidated $107,205 17.8% $24,149 4.0% N/A N/A
Boone Bank & Trust 12,477 15.1 3,297 4.0 $4,946 6.0%
1st National Bank 41,106 14.1 11,623 4.0 17,435 6.0
Randall-Story State Bank 7,874 14.6 2151 40 3,227 6.0
State Bank & Trust 11,538 13.9 3313 4.0 4,969 6.0
United Bank & Trust 7,842 11.2 2,804 4.0 4,207 6.0
Tier 1 capital { to average-
weighted assets):
Consolidated $107,205 13.0% $33,103 4.0% N/A N/A
Boone Bank & Trust 12,477 12.0 4,167 4.0 $5,209 5.0%
1st National Bank 41,106 9.9 16,662 4.0 20,830 5.0
Randall-Story State Bank 7.874 1.2 2,824 4.0 3,530 5.0
State Bank & Trust 11,538 10.2 4538 40 5,673 50
United Bank & Trust 7,842 8.0 3,946 40 4,932 5.0
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As of December 31, 2005:

Tetal capital (to risk-
weighted assets):
Consolidated
Boone Bank & Trust
1st National Bank
Randall-Story State Bank
State Bank & Trust
United Bank & Trust

Tier 1 capital { to risk-
weighted assets):
Consolidated
Boone Bank & Trust
1st Natienal Bank
Randall-Story State Bank
State Bank & Trust
United Bank & Trust

Tier 1 capital { to average-
weighted assets):
Consolidated
Boone Bank & Trust
1st National Bank
Randall-Story State Bank
State Bank & Trust
United Bank & Trust

§112,700
13,399
43,503

8,367
12,326
8,558

$105,935
12,441
40,352
Al
11,428
7,740

$105,935
12,441
40,352
7721
11,428
7,740

Actual

For Capital
Adeguacy Purposes

18.9% $47,680 8.0%
17.3 6,221 8.0
14.7 23,868 8.0
16.2 4,130 8.0
16.2 6,490 8.0
13.1 5,233 8.0
17.8% $23,840 4.0%
16.0 31 4.0
13.5 11,934 4.0
15.0 2,065 4.0
141 3,245 4.0
11.8 2617 4.0
12.9% $32,803 4.0%
14 4374 40
93 16,406 40
1.0 2,810 4.0
98 4,643 40
8.2 3,778 40

To Be Well
Capitalized Under
Prompt Comrective
Action Provisions

N/A
$7.776
29,835

5,163
8,113
6,541

N/A
$4,666
17,901

3,098
4,868
3,925

N/A
$5.467
20,508

3513
5803
4,722

N/A
10.0%
10.0
10.0
10.0
10.0

N/A
6.0%
6.0
6.0
6.0
6.0

N/A
5.0%
50
5.0
5.0
5.0

Federal and state banking regulations place certain restrictions on dividends paid and loans or advances made by the Banks' to the
Company. Dividends paid by each Bank to the Company would be prohibited if the effect thereof would cause the Bank’s capital to
be reduced below applicable minimum capital requirements. Management believes that these restrictions currently do not have a
significant impact on the Company.

NOTE 12. FAIR VALUE OF FINANCIAL INSTRUMENTS

The estimated fair values of the Company’s financial instruments (as described in Note 1) as of December 31, 2005 and 2004 were

as follows:

Financial assets:
Cash and due from banks
Federal funds sold
Interest-bearing deposits
Securities available-for-sale
Loans, net
Loans held for sale
Accrued income receivable
Financial liabilities:
Deposits
Other borrowings
Accrued interest payable

2005

Carrying
Amount

$16,510,082
13,100,000
1,544,306
354,571,864
428,122,541
525,999
7,871,365

$680,356,473
38,198,013
2,322,185

Fair
Value

$16,510,082
13,100,000
1,544,306
354,571,864
418,432,339
525,999
7,871,365

$679,713,963
38,198,013
2,322,185

2005

Carrying Fair

Amount Value
$18,092,139 $18,092,139
300,000 300,000
5,083,542 5,983,542
333,510,152 333,510,152
440,317,685 431,056,183
981,280 981,280
6,633,795 6,633,795
$668,342,335  $667,871,250
37,521,113 37,521,113
2,081,020 2,081,020




NOTE 13. AMES NATIONAL CORPORATION {PARENT COMPANY ONLY)
FINANCIAL STATEMENTS

information relative to the Parent Company's balance sheets at December 31, 2006 and 2005, and statements of income and cash
flows for each of the years in the three-year period ended December 31, 2006, is as follows:

ASSETS

Cash and due from banks
Interest-bearing deposits in banks
Securities available-for-sale
Investment in bank subsidiaries
Loans receivable, net

Premises and equipment, net
Accrued income receivable

Other assets

Total assets

LIABILITIES

Dividends payable
Deferred income taxes
Accrued expenses and other liabilities

Total liahilities
STOCKHOLDERS' EQUITY
Common stock

Additional paid-in capital
Retained eamnings

Accurnulated other comprehensive income

Total stockholders’ equity

Total liabilities and stockholders' equity

CONDENSED BALANCE SHEETS
December 31, 2006 and 2005

2006 2005
$35,174 $8,153
299,654 1,616,488

36,059,486 32,673,908
80,524,802 78,120,998
1,247,000 1,247,000
751,992 781,431
247,502 237,888
10,000 235,584
$119,175,610 $114,921,450
$2,450,503 $2,354,818
3,358,619 2,689,836
443,176 649,495
6,252,298 5,694,149
18,850,026 18,838,542
22,498,904 22,383,375
65,856,627 64,713,530
5,717,755 3,291,854
112,923,312 108,227,301
$119,175,610 $114,921,450
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CONDENSED STATEMENTS OF INCOME

Years Ended December 31, 2006, 2005 and 2004

Operating income:
Equity in net income of bank subsidiaries
Interest
Dividends
Rents
Securities gains, net

Provision for loan losses

Operating income after provision for
{oan losses

Operating expenses;

Income before income taxes
Income tax expense (benefit)

Net income

2006 2005 2004
$9,728,640 $10,660,583 $11,857,298
690,704 570,325 473,375
919,039 993,460 1,063,203
81,306 35,665 70,425
1,333,136 1,130,072 308,273
12,752,825 13,390,106 13,772,574
- - 16,000
12,752,825 13,390,106 13,756,574
1,609,208 1,696,670 1,517,028
11,143,617 11,693,535 12,239,546
200,000 85,000 (150,000)
$10,943617 $11,608,535 $12,389,546




CONDENSED STATEMENTS OF CASH FLOWS

Years Ended December 31, 2006, 2005 and 2004

CASH FLOWS FROM OPERATING ACTITIES

Net income

Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation
Pravision for loan losses
Amortization and accretion, net
Provision for deferred taxes
Securities gains, net
Equity in net income of bank subsidiaries
Dividends received from bank subsidiaries
Increase in accrued income receivable
Decrease (increase) in other assets
Increase (decrease) in accrued expense payable

and other liabilities

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIMITIES

Purchase of securities available-for-sale

Proceeds from sale of securities available-for-sale

Proceeds fram maturities and calls of securities
available-for-sale

Decrease (increase) in interest bearing deposits
in banks

Increase in loans

Purchase of bank premises and eguipment

Investment in bank subsidiaries

Net cash provided by (used in) investing activities
CASH FLOWS FROM FINANCING ACTIVITIES

Dividends paid
Proceeds from issuance of stock

Net cash used in financing activities

Net increase (decrease) in cash and
cash equivalents

CASH AND DUE FROM BANKS
Beginning

Ending

2005 2605 2004
$10,943,617 $11,608,535 $12,369,546
65,498 64,216 66,473

- - 16,000
(18 575) (5,757) (6,004)
(22,320) {50,652) -
{1,333,136) (1,130,072) {308,273)
{9,728,640) (10,660,583) (11,857,299)
8,734,000 8,634,000 8,384,000
(8,614) {77,351) (9,202)
225,584 (92,646) {135,740)
{206,319) 311,454 {350.540)
£8,650,095 $8,601,144 $8,188,961
{7,130,088) (8,893.910) (1,454,604)
4,629,061 7,830,546 4,200,716
2,335,000 800,000 519,223
1,316,834 1,101,638 (1,129,131)
- (170,000} (1,093,000}
{36,059} (406,588) {29,981)
(160,000) (550,000) (+,950,000)
$954,748 $(288,314) $(936,777)
{9,704,835) (8,599,597) (7,493,896)
127,013 267,937 247,482
${(9,577,822) $(8,311,660) $(7,246,414)
27,021 1,170 5770
8,153 6,983 1,213
$35,174 $8,153 $6,983
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NOTE 14. SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

Total interest income

Total interest expense

Net interest income

Provision (credit) for loan losses

Net income

Basic and diluted eamings per commeon share

Total interest income

Total interest expense

Net interest income

Provision for loan losses

Net income

Basic and diluted earnings per common share

NOTE 15. STOCK REPURCHASE PROGRAM

March 31
$10,629.614
4,778,803
5,850,811
29,624
2,912,368
0.31

March 31
$9,943,736
3,348,899
6,594,837
53,725
3,013,924
0.32

June 30
$10,977,629
5,225,682
5,751,947
(302,854)
2,764,818
0.29

June 30
$10,227,074
3,862,127
6,364,947
74,882
2,968,312
032

2006

September 30 December 31
$11,264,945 $11,423,504
5,608,475 5,602,568

5,656,470 5,730,936
45,859 44,685
2,545,572 2,720,859
0.27 0.29

2005

September 30  December 31
$10,534,838 $10,599,979
4,174 670 4,547,412

6,360,168 6,052,567
118,431 84,244
2,917,376 2,708,923
0.3 0.29

The Board of Directors of the Company approved a stock repurchase program on November 8, 2006. The Company has a strong
capital position and this program provides an opportunity to repurchase Company stock on the open market when it is deemed to
be favorably priced for repurchase. The program authorizes the repurchase of up to 100,000 shares during the calendar year 2007,
or approximatety 1% of 9,425,013 shares of common stock presently outstanding. The repurchases will be made in open market
transactions at the discretion of management using Company cash. The timing and actual number of shares purchased will depend
on a variety of factors such as price, the Company’s liquidity position and other market conditions. The program may be limited or
discontinued at any time without notice. The Company did not repurchase any shares in 2006,
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ANNUAL MEETING

The Board of Directors of Ames National
Corporation has established Wednesday, April 25,
2007, at 4:30 p.m. as the date of the Annual
Meeting of Shareholders. Registration will begin
at +:00 p.m. We invite all shareholders to attend
the meeting, which will be held at the Reiman
Gardens, 1407 Elwood Drive, Ames, Towa.

Shareholaer Information

MARKET MAKERS

Ames National Corporation’s common stock is
listed on the NASDA(} Capital Marker under the
symbaol “ATLO.” Market makers and brokers in
the stock include:

UBS AG
(515) 233-4064

Monroe Securities, Inc,
(800) 766-3560

Howe Barnes Investments, Inc.
(800) 800-4693

FTN Financial Group
(800) 436-5460

Form 10-K AND OTHER
INFORMATION

The Company submits an annual report to the
Securities and Exchange Commission on Form
10-K. Shareholders may obtain written copies

of Form 10-K without charge by writing t» Ames
National Corporation, P.O. Box 846, 405 Fifth
Street, Ames, lowa 50010, attention John P.
Nelson, Vice President. This form is also avail-
able at www.amesnational.com.







